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Editor's Easy Chair 


In which we present pertinent 
observations and information in 
letters received from our readers. 


REMARK ABLE OMISSION 


The article by Mr. Walter E. Bruns, entitled 
“A Policy For Bar Cooperation,” (March is- 
sue) is admirably written, but is remarkable in 
one respect: omission of mention of the Na- 
tional Conference organized by the American 
Bankers Association Trust Division, and’ the 
American Bar Association. That Conference 
has not only presented a complete program and 
is carrying it through, but has aided in the 
establishment of numerous conference groups 
in the various states. The policy for cooperation 
on a national scale is in full operation and is 
working out magnificently in practically every 
state of the union. 
EDWIN M. OTTERBOURG, Esq. 
Co-chairman, 
National Conference Group 

New York, N. Y. 


Ed. Note: We asked Mr. Bruns to prepare 
the cited article’ to illustrate another good 
example of a working partnership between 
trustmen and lawyers, with no thought of de- 
tracting from the importance of the work 
which the National Conference is doing — on 
whose excellence we have previously com- 
mented. 


BUSH WHACKERS 


In reference to your editorial GET OUT 
AND GET UNDER in the April issue you cer- 
tainly beat around the bush an awful lot be- 
fore you get to what appear to be two points: 


1. Wages should be low, and 

2. Trustees should bestir themselves to 
propagate the idea which seems to be 
contrary to “the opinion of the ruling 
majority.” 
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The whole editorial is not only obnoxious, 
but highly fallacious. It is axiomatic that pur 
chasing power, that is, the real purchasing 
power, comes from wages. If your notion wa: 
successfully propagandized and carried into 
effect, trustees might soon find that compa- 
nies in which they had invested were not earn 
ing as much as before wages were reduced. 


It is respectfully suggested that you stick 
to your business of being The Journal of Cap 
ital Management, which would not only be 
more becoming to you, but more useful to your 
subscribers. 


BASIL N. BASS 
New York City 


Editor’s Note: If there was any plea for low 
wages in that bush, it must have been a plant 
— or a case of mistaken identity. Low wages 
come from unprofitable businesses, and if they 
are unprofitable long enough, there are no 
wages. “Real” purchasing power doesn’t come 
from wages — wages are a part of it — but 
must be related to production of goods other 
people want to buy and can afford, if inflation 
is to be avoided. Otherwise how simple to 
achieve prosperity for all by just quadrupling 
wages. Prices are on the other side of that 
coin. We like high wages, but not if they drive 
prices higher and employment in private en- 
terprise lower. 


PRODUCTIVITY PER MAN HOUR* 


There is little question in my mind but that 
something needs to be done to correct the 
thinking of the public in general and of labor 
leaders in particular that all increased earn- 
ings from a corporation.can be used for in 
creasing wages. There has been a tendency in 
the past for corporations not to give sufficient 
details in their annual reports, booklets and 
newspaper advertisements of the part manage- 
ment plays in earning a profit on business. It 
seems to me that it is fundamental that if 
labor expects higher wages, the only sound 
way for this to be accomplished is by increas- 
ing the productivity per man hour. I do not 
think that this can be accomplished by any 
special group or by a special series of adver- 
tisements or booklets but would have to be 
approached on the basis of all corporations 
making this point clear whenever the oppor- 
tunity presented itself. 


JESSE B. McCULLEN, 
Vice President, 
New Jersey Bell Telephone Co. 
Newark, N. J. 


*Commenting on editorial of this title in 
our November issue. This editorial was re- 
produced in The Controller of the Control- 
lers Institute of America (February) and 
The Management Review of American 
Management Assn. (December). 
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ECONOMIC DEVELOPMENTS AFFECTING CREATION 
AND CONSERVATION OF PERSONAL AND CORPORATE CAPITAL 





SPEAK UP—OR BE SHUT UP 
Roll Call of American Leaders Urges Business to Tell Its Story 


Editorial Survey 


E have just finished a two-front 

war. Now we are resuming the 
home-front war started years ago by the 
socialists, business baiters and fellow- 
travelers against those who create the 
wealth they are so eager to divide. It 
was Capital created by private enter- 
prise which enabled America to be the 
Arsenal of Democracy and mass-pro- 
duce the weapons of victory from the 
tools of savings. But that record is being 
forgotten; rather it is being besmirched 
by highly vocal prosecutors of private 
enterprise, who tell their distorted story 
before the court of public opinion. 


The representatives of business and 
finance have been, during most of the 
years since 1929, more in the dog-house 
than in the court house. Isn’t it time 
they spoke their piece before the bar of 
public opinion? Or must they continue 


to await new charges, and appear, one 
by one, to be smothered in the denuncia- 
tions of organized, antagonistic groups 
and pressure blocs? 


Speak Up — or Be Shut Up 
‘Toa public is fundamentally just; they 


will cut anyone down to what they think 
the proper size. They have heard only one 
side of the story, and that usually told with 
all the arts of delusion and misleading pro- 
paganda. But in the present atmosphere of 
confusion and insecurity, they are soon go- 
ing to render a verdict. Will the directors 
of our wealth producing system — the best 
and most beneficial the world knows — be 
satisfied with it? They certainly will not, 
and the public will rue its decision. 


But in order to learn the economic facts 
of life we will all have to go through the 
wringer together. Unless counsel for the 
defense of our system sets the record 
straight. 

The signs are unmistakable: industrial 
and public leaders are aware that there is 
a man under the bed, that he is not there 
just for the rest but that he has an efficient 
set of burglar tools and training in how to 
use them. These leaders are also aware of 
what can and must be done. From one end 
of America to the other, from many fields 
of interest, the call has been sounded: 
SPEAK UP FOR FREE ENTERPRISE, 
IF YOU WANT-.FREEDOM OF ANY 
KIND. 


Here are typical recent statements: 
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From Industry: 


Robert W. Johnson, chairman of board, 
Johnson & Johnson 


“We stand convicted at the bar of public 
opinion. The verdict deals with crimes in 
the field of human engineering . . . In the 
mind of the man on the street, management 
is condemned straight across the board.” 

In address to American Management 
Assn. 


Herman W. Steinkraus, president, Bridge- 
port Brass Company: 


“American business is doing nothing real- 
ly efficient to tell the people the truth. Busi- 
nessmen are so wrapped up in selling their 
own particular products that they are fail- 
ing dismally to advertise the very system 
that enables them to sell these products.” 

From article in Printer’s Ink, May 3rd. 


Charles Luckman, executive vice president, 
Lever Bros. Company: 


“The greatest responsibility of advertis- 
ing in the years ahead is to see that bus- 
iness is properly explained to the public...” 

In Los Angeles address. 


Howard Chase, director of Public Relations, 
General Foods Corp.: 


“When men and women are hungry for 
spiritual and moral leadership, when above 
all else they seek for a sense of belonging 
to a stable society ... this is no time for 
the communication of ideas — advertising 
— to concentrate exclusively on the sale 
of a product.” 

In address to Assn. of National Adver- 
tisers. 


K. G. Patrick, special representative, Gener- 
al Electric Company: 


“What business faces now is a long, slow 
groundswell of misunderstanding and dis- 
content. We have neglected to sell ourselves, 
our ethics, our methods, our way of life. 
Isn’t it about time we used advertising as a 
tool of economic education? But let’s quit 
posing the question and do it.” 

In address to Assn. of National Adver- 
tisers. 


Gwilym A. Price, president, Westinghouse 
Electric Company: 


“The stockholder continues to be the for- 
gotten man. There is no reason to expect 
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improvement unless and until the millions 
of investors in this country force a chang: 
in the viewpoint of political and union of 
ficials.” 

In report to stockholders. 


Chester W. Ruth, director of advertising, 
Republic Steel Corp.: 


“Apathy shown by management in stat- 
ing its case to the public has been used by 
labor to support its claims that management 
is not interested in the welfare of its 
workers.” 

In address to Assn. of National Adver- 
tisers. 


From Labor: 


American Federation of Labor: 


“Most American workers are too intelli- 
gent to be fooled . . . But because there 
are communist agents among us who are 
maneuvering to bring about more and more 
government control, it is important for 
union members to know what government 
domination of industry would actually do to 
their living standards.” 

In Labor’s Monthly Survey for Feb. 


From Education: 


James E. McCarthy, dean of College of 
Commerce, Notre Dame University: 


“Private enterprise can no longer main- 
tain an inarticulate, aloof dignity. If you 
fail to recreate honest enthusiasms for 
truth and American standards, private en- 
terprise, as we know it, will not survive our 
generation.” 

In address to Outdoor Advertising Assn. 


From Banking: 


Ben Wooten, vice president, Republic Na- 
tional Bank of Dallas: 


“Business is not blameless in this drift 
toward Socialism. We know we have some- 
thing better to offer our people, yet we 
have failed to educate them to this fact. 
We must advertise the story of the Amer- 
ican way of life.” 

In addresses to Rotary Clubs. 


From Insurance: 


Holgar J. Johnson, president, Institute of 
Life Insurance: 


“It is of the utmost importance at this 
time for business to assume obligations to 





the public welfare over and above the mere 
successful conduct of its day-to-day oper- 
ations. Our job is to so conduct, and report 
our affairs as to give the rest of the world 
an inspiring example of free competitive 
enterprise in action.” 

In address to Missouri civic leaders. 


From the Press: 


Harvey E. Runner, business news editor, 
New York Herald Tribune: 


“Attempts to discredit and destroy Amer- 
ican business should no longer go unheeded 
... The way to combat the critics of man- 
agement is... through institutional adver- 
tising which explains, in easily understand- 
able terms, just what free enterprise means 
to the American working man.” 

In column of April 28th. 


From Civic Leadership: 


C. Gordon Cockshutt, president, Canadian 
Chamber of Commerce: 


“Labor is well organized and is telling its 
story. Agriculture is doing the same job. 
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Business has not done its job in the past 
and it must be done now.” 
In address to Edmonton civic leaders. 


Eric A. Johnston, president, Chamber of 
Commerce of the U. S.: 


“Not only must businessmen take definite 
action to assure economic security for the 
working people of this country in the years 
ahead; they must also let them know they 
are doing it, and let them know in such a 
manner that the people will have confidence 
in their promise.” 

In address to Hosiery industry confer- 
ence. 


From Public Opinion and Advertising Field: 


Claude Robinson, president, Opinion Re- 
search Corp.: 


“No management in its right mind would 
attempt to improve its place in the market 
or defend its market position without ad- 
vertising. But in the merchandising of 
social leadership, advertising has not, up to 
now, played a very adequate role. Failure 
to sell leadership will put management out 
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of business just as surely as failure to sell 
goods.” 
In address to Assn. of National Adver- 
tisers. 


Don Belding, chairman, Foote, Cone & Beld- 
in: 


“To correct the damage already done, a 
strong campaign of education must be used 
over a long period of time to be sure that 
the public has the proper story of free en- 
terprise. In our country the people generally 
vote right, if they have the facts right.” 

In address to American Assn, of Adver- 
tising Agencies. 


Such a consensus deserves attention and 
promises action. The job of repairing our 
economic illiteracy cannot be brushed off by 
assignment to others, it will require a gen- 
eral program of cooperation between indus- 
try, finance, education and unions. The 
business show windows of tomorrow will 
carry products, but they will also have to 
carry the story of the best way to make and 
distribute those products — the story of 
free, competitive enterprise. Business is be- 
coming humanized; as the blinds are raised 
to take the public behind the scenes we will 
find new concepts of mutual benefits that 


the public will support and protect. Nature 
abhors a vacuum and people — employees, 
consumers, neighbors — abhor those who 
seek to operate as though they were in one. 


To effectate these policies and assist in 
finding the desirable applications, Trusts 
and Estates will not only continue to report 
on public relations practices, but will also 
soon launch a new editorial program on 
“Community -Economic Relations — for 
Industry and Finance.” — Editor’s Note. 


BANK AND 
TRUST COMPANY 


Ph tL A DEL Pow 
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Our Industrial Credo 


Our first responsibility is to our Customers— 
Our products must always be good, and 
We must strive to make them better at 

lower costs. 
Orders must be 
filled. 
Our dealers must make a fair profit. 


promptly and accurately 


who 
in our 


Our second vesponsibility is to those 
work with us — the Men and Women 
Factories and Offices - 
They must have a sense of security in their 
jobs. 
Wages must be fair and adequate, 
Management just, 
Hours short, and 
Working conditions clean and orderly. 
Workers should have an organized system 
for suggestions and complaints. 
Foremen and department heads 
qualified and fair-minded. 
There must be opportunity for advancement 
for those qualified — and 
Kach person must be considered an_ indi- 
vidual standing on his own dignity and 
merit. 


must be 


Our third Manage- 


ment 
Our executives must be persons of talent, 
education, experience, and ability. 
They must be persons of common sense and 
full understanding. 


responsibility is to our 


Our fourth and last responsibility is to our 
Owners and Stockholders — : 
Business must make a sound profit. 
Reserves must be created. 
Research must be carried on. 
Adventurous programs developed, and 
Mistakes made and paid for. 
Bad times must be provided for, 
High taxes paid, 
New machines purchased, 
New factories built, 
New products launched, and sales plans de- 
veloped. 
We must experiment with new ideas. 
When these things have been done, the own- 
ers and the stockholders should receive a 
fair return, 
Robert W. Johnson, Chairman, 
Johnson & Johnson, New Brunswick, N. J. 


—_——Q— 





“Whatever is right can be achieved through 
the irresistible power of awakened and _in- 
formed public opinion. Our object, therefore, 
is not to enquire whether a thing can be done, 
but whether it ought to be done, and if it 
ought to be done, to so exert the forces of 
publicity that public opinion will compel it to 
be done.” William Randolph Hearst 





The Symbol 
that helps to 
Sell 


: BEL 
ADVANTAGE 


pUCTS BEARIN 
= EFINITE SALES 


HAVE A D 


} gs sales value of any trade-mark is only as great as 
the recognition and preference awarded that trade- 
mark by the buying public. 

The public does recognize the U-S-S Label. Con- 
sumers do regard it as an assurance of quality steel. And 
in the past, they have shown a decided preference, in 
their buying, for products which bore the U-S-S Label. 

This acceptance of the Label has resulted from the 
most extensive sales and promotion program ever put 
behind a trade-mark in the steel industry, and from con- 
sistent advertising of the Label, over a period of years, in 
the nation’s most widely read periodicals. 

Before the war, the U-S-S Label on any product made 
with steel was a definite sales advantage. And as such 

_items become more plentiful again in the stores, the 
U-S-S Label will once more help them to sell faster, 
more easily and in greater quantities. 

Manufacturers of quality steel products who desire 
more information on the use of U-S-S Labels are invited 
to address inquiries to United States Steel, P. O. Box 
236, Pittsburgh, Pa. 


United States Steel Corporation Subsidiaries 
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BULGE OR BREAK-THROUGH? 


HE Battle of the Bulge in the inflation 

line, which Bernard Baruch described 
as “a serious breakthrough,” has resulted 
in unfortunate but amendable extremes of 
proposed strategy. Meantime the cost of 
living is increasing — it is now about 
40% above the pre-war (1941) level — 
and supplies of many necessary consumer 
goods are declining. The factors making 
for rising costs are still existent, in fact 
are enlarged by each tie-up in production, 
by wage increases which press through 
the profit margin and therefore against 
the price ceiling or current price tag for 
uncontrolled goods. 

We have yet to face the fact, politically, 
that a great change has been made on 
the demand side: the supply of money has 
been multiplied by the rise in our national 
debt and further augmented by solidifying 
of wartime wage rates. This purchasing 
power is still competing for goods in short 
supply. In turn, it is frequently the low- 








Capital a a a $ 4,000,000.00 
Surplus and Undivided Profits - 13,803,868.98 


WILMINGTON 


TRUST COMPANY 
Wilmington, Delaware 


Member Federal Deposit Insurance Corporation 


price, narrow-profit goods which cannoi 
and are not being produced because their 
manufacture could only be done at a loss 
under existing price ceilings. 


In answer to this dilemma, some ex- 
tremists seek abandonment of the price 
controls, claiming that the production, vol- 
ume and competition thus generated 
would, in the long run, be a better con- 
trol and kill the black markets. But the 
transition period is of immediate im- 
portance to all, and the resultant price 
level of free pricing conjectural. It takes 
more self-denial and courage, and perhaps 
more money than most have available, to 
meet the conditions eminent in full and im- 
mediate removal of government controls. 


On the other side, there seems pre- 
ponderant agreement that we do not want 
permanent government controls and their 
bureaucracy and eventual state domination 
of business and employment. The issue is 
refining itself into one of achieving grad- 
ual decontrol with the least discomfort 
to the pocketbook and simultaneously the 
most spur to production of short supplies. 
There is widespread fear of sharp rises 
from taking the whole lid off, but until 
goods can be sold at some profit there is 
no point in making them. 


It is better to allow a margin of 25 cents 
more on the $2. item than to force sus- 
pension of its manufacture and have only 
the $4. item to buy. If the resulting profit 
is large, competition will generally step in 
to cut it, taxes will take some of it, and 
further wage demands will doubtless be 
generated to do the rest. Any resultant 
price or profit rises would tend to be re- 
strained and compensated for by elimina- 
tion of the black market, and the increased 
productivity. Costs have been forced up 
to or beyond the break-even point in many 
goods — if we want the goods we will 
have to meet those costs. The real break 
on inflationary prices is the stoppage of 
our fiscal debauchery. 


704 in G. S. B. 


Registrations are now closed for the 1946 
resident session of the Graduate School of 
Banking at Rutgers the last two weeks of 
June. A record high enrollment of 704 bank 
students includes 174 seniors, 257 juniors and 
a high-mark freshman class of 273. 





SELF-CONTROL OR GOVERNMENT 
CONTROLS 


Editorial 


T this moment, after the gravest warn- 
/A ings of top men in government, in in- 
dustry and in the more honest labor organ- 
izations against the vicious spiral of infla- 
tion, there is no limit in sight to the rise in 
living costs. On the contrary, each day 
adds new fuel—mainly in the form of un- 
reasonable wage demands and strikes halt- 
ing production—to the fires that consume 
the value of the payroll or investor’s dollar. 

Step by step the demagogic type of labor 
leaders is driving costs up and thereby 
weakening the security of both employee 
and employer. This type of labor repre- 
sentative is playing the role of Pied Piper. 
There are today many honest, keen-minded 
and courageous leaders in the union or 
labor movement, but they are hard-pressed 
because, as in any political leadership, few 
feel they can afford to get less for their 
members than other unions have for theirs. 

The government claims there is no “pat- 
tern” established for wage increases, but it 
has fostered many avenues to them. Un- 
scrupulous labor agitators are following all 
of them, according to what suits their fancy 
and shows the most leeway for increases— 
regardless of the effect on inflation, on pro- 
ductivity, on other public interests. They 
demand an 18%c hourly increase in com- 
panies where the wage is already higher 
than the industry or skill average. They 
demand a larger increase (originally 30% 
in the motor industry) based on dreamed- 
up forecasts of future ability to pay, when 
they think this will net the highest stake. 
Or they select the cost-of-living increase as 
the yardstick of demand in cases where the 
other increases have already been met. They 
urge passage of the 65c minimum wage 
law so that they can put a new floor under 
wages. With this as a new basis they will 
then holler for differentiation between skills 
or work-classification, and for further in- 
Creases based on the difference between 
cost-of-living in city or northern areas and 
rural or southern sections. 

There is no end to this game—except 
ruin for everyone. There is no use in fight- 
ing the old rear-guard delaying action and 


hoping for some miracle like “volume pro- 
duction” or appeasement. The only thing 
that is going to stop these ruinous, dishon- 
est demands is informed action on the part 
of employees as well as civic leadership. 


The job of honestly informing employees 
is not hopeless. It is a challenge to the 
good-will and business interest of every 
leading citizen in every community—be he 
banker, baker, lawyer, schoolteacher or 
honest labor leader. One need not convince 
100% of the people; many already under- 
stand the basis of real wages and better 
living standards, and with a majority of 
employees properly informed and awakened, 
we will get back on the track of wage sanity. 
Look at the intelligent, nationally construc- 
tive program advanced by the American 
Federation of Labor in its January issue 
of Labor’s Monthly Survey. Speaking of 
the gains which it has achieved for its mem- 
bers, the great majority without strikes 
or threats, its lead editorial states: 

“When workers add to their wage de- 
mands that extra 5c which breaks a price 
ceiling, the extra nickel brings them no 
real gain but a serious loss. For a break in 
price ceilings for one or two unions brings . 
a flood of demands for more price breaks 
from other unions and companies, and the 
tide of inflation is let loose. Then the cost 
of living rises and everyone loses.” 


Here is the program, entitled “Four Com- 
mandments of Progressive Collective Bar- 
gaining’’—one which deserves the study and 
earnest cooperation of financial, trade and 
industrial management: 


“Workers can make the greatest progress 
by building up confidence and mutual un- 
derstanding between themselves and their 
employer. These four commandments 
should be observed: 


1. Good faith and square dealing on both 


sides of the conference table. Show your 
employer that you are seeking a fair and 
just settlement, satisfactory to both par- 
ties. Keep your contract. A broken con- 
tract is the mark of bad faith and ir- 
responsibility. 





452 


2. Know your industry and know your com- 
pany. Get such facts as: Costs of oper- 
ation, outlook for sales and production, 
particular problems of your company 
and industry, past profits and prospective 
profits. Know what a wage increase will 
cost and what the company can pay. You 
cannot get these facts from the govern- 
ment. But some AFL unions get this in- 
formation from their companies for use 
at the conference table because they have 
proved that they are responsible organ- 
izations, interested in the success of the 
business and acting in good faith. Re- 
member that your collective bargaining 
conference is the business of your union 
and your employer. The company does 
not want its information released to com- 
petitors. Don’t injure your company’s 
business. If you cannot secure the in- 
formation you need, write to the AFL 
Research and Information Service. 


. Remember that three groups—workers, 
consumers and management — should 
share the wealth created by American 
industry. This is the American way 
forward to higher living standards. In- 
dustry’s profits should bring (1) wage 
increases; (2) price reductions; (3) re- 
ward for management as an incentive 
to improve production. Also, reserves 
must be laid aside to buy the new ma- 
chinery which will increase productivity 
and make further wage gains possible; 
and investors must receive enough re- 
turn on their investment to bring your 
company adequate financing. You can- 
not expect all the profit to go into wage 
increases. 
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4. Work to improve production per man- 
hour, so there will be more income to 
share. Have an understanding with the 
company that workers are to share the 
increased income they produce and get 
higher wages. Work out a plan for 
union-management cooperation. Let your 
employer know that your union is a 
strong and responsible organization, that 
you want to see the business succeed, 
that you expect to act as a partner in de- 
veloping it and to share the returns as 
a partner should. 


“What Does A Strike Cost? Some strikes 
are unavoidable because management re- 
fuses to bargain in good faith. The AFL 
maintains, however, that a strike should be 
the last resort, used only after genuine ef- 
forts at collective bargaining, conciliation 
and arbitration have failed. The reason 
for this is clear. Count the cost of a strike 
to the workers: 


“Suppose the workers are earning an av- 
erage wage of $1.00 per hour. The company 
offers an increase of 12c to $1.12, but the 
union turns down the offer because they 
think a government board may give them 
more. They go on strike and stay out for 
eight weeks. Each worker loses an average 
of $358 (pay for 8 weeks of 40 hours at 
$1.12 an hour). At the end of that time 
the government board awards 18c, 6c more 
than the company offered. The company 
accepts the award and grants 18c, but it 
will take the workers nearly three years’ 
work before this extra 6c will amount to 
enough to repay their loss. If, as seems 
more likely, the company refuses to accept 
the award and gives only 3c more (15c in 
all), then it will take the workers nearly 
six years of work before their extra 3c per 
hour will add up to the amount they lost 
by the strike. If the extra 3c or 6c breaks 
a price ceiling, workers may take losses 
they can never regain. 


“If, on the other hand, the workers had 
avoided the strike and used every means to 
build up a sound relationship of good will 
between their union and the company, and 
both sides had turned their attention to 
getting out production, they could have 
gained much more than the extra 3c or 6c 
in further wage increases. They could have 
saved their strike loss and won public good 
will by turning out the products other peo- 
ple were waiting to buy. That is why re- 
sponsible AFL leaders bargain in good faith 
and make every effort to avoid strikes.” 





Farm Land Values 


Farm land values for the nation as a whole 
rose 13 per cent during the 12 months ended 
March 1, 1946, bringing the United States index 
(1912-14=100) to 142. This is 71 per cent 
above the 1935-39 average, according to a 
study by A. R. Johnson of U. S. Dept. of Agri- 
culture in The Agricultural Situation for April. 


The sharp increase in farm land values has 
brought average per acre values to a level 
exceeded in only two previous years, 1920 and 
1944, and puts the level almost to that reached 
during World War I. The rise in values was 
general with substantial increases reported 
in each state. 


Termination of World War II has yet had 
iittle moderating effect upon the farm land 
market. Instead of a slackened demand for 
farm products new shortages have developed. 
As a result, prices for farm products continue 


PER CENT INCREASE PER ACRE IN FARM LAND 
PRICES DURING AND SINCE WORLD WAR II 


Prepared by Bureau of Agricultural Economics, U. S. Dept. 

of Agr. ; 1935-39 Average to March 1946. 
to advance and farm marketings reached a 
new high in 1945. This situation along with 
further additions during the year to the al- 
ready huge amount of liquid funds in the 
hands of farmers and others, and shortages 
of goods to purchase, constitute strong in- 
fluences on the demand side that have tended 
to push land prices to present inflationary 
levels. 


Available data indicate that credit has been 
a less important factor so far in the current 
land boom than after World War I. More than 
one-half of all farm sales during 1945 were 
entirely for cash; for the financed sales, the 
average indebtedness was about 60 per cent of 
the sales price. 


An important consideration for prospective 
buyers and farmers, Mr. Johnson points out, 
is that in most areas the net income of farmers 
has probably reached a peak. Much of the cur- 
rent high demand for agricultural products is 
likely to be of a temporary nature and hence 
not likely to support continuing high land 
prices. 


453 


Reliable Government Statistics? 


Corruption of federal statistics by the gov- 
ernment itself on behalf of selected pressure 
groups is an issue producing violent argu- 
ment in Washington. Scandal first resulted 
when it became known that a Department of 
Commerce report had been secretly made avail- 
able to the automobile union of the CIO last 
summer, and used as a basis for its demands 
for a 30 per cent wage increase for General 
Motors employees. Later on it became part 
of the evidence made available to the fact- 
finding board. The day after the strike was 
settled the report was repudiated by the Secre- 
tary of Commerce. 


More recently strong pressure has _ been 
brought to bear by labor groups to prevent 
nomination as Commissioner of Labor Statis- 
tics of Dr. A. Ford Hinrichs who has been 
Acting Commissioner for nearly six years. 
His office has for many years compiled the 
monthly figures showing changes in the cost 
of living. The case of organized labor against 
him is that he refused to change the official 
figures so as to support the claims of the 
unions that they must have wage increases be- 
cause the cost of living had advanced more 
rapidly than industrial pay. 

Implications of these developments are sin- 
ister. Nothing will more quickly and effectively 
destroy the public’s confidence in the govern- 
ment’s fact-gathering agencies than the sus- 
picion that their reported statistics are shaped 
by politics. The Treasury Department has 
recently issued a news release reporting that 
the budget was balanced in February and 
March. That is a condition of political value 
as well as of economic solace. But how would 
an ordinary, private citizen go about finding 
out whether it is really so or not? 

If the volume of industrial production in- 
creases vigorously just before the fall elec- 
tion, shall we believe the figures? 

Business Bulletin, April 15, The Cleveland 

(Ohio) Trust Co. 


The Squeeze is on 
FARM PROFITS 


Because of higher costs farm profits are declining. Smaller pro- 


duction and lower prices are ahead. But — Capable Farm Man- 
agers Will Profit even in the — of declining prices. They 
will my. the recommendations in the 
s. AGRICULTURAL DIGEST 
—a amin volume of 400 pages — and its twice a month 
releases — timely advice on when to buy and sell, on_ prices, 
production, markets, shortages and surpluses ahead. Used by 
thousands of farmers and business men. 
The cumulative reference volume, and twice- 
monthly releases for 6 months 


Thereafter, per year 
Write for Free Sample Releases 
DOANE AGRICULTURAL SERVICE, INC. 
Box E, 5579 Pershing Ave., St. Louis 12, Mo. 
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VERSATILITY in tiquidating 


Large Blocks of Securities 


The problem of disposal of large blocks of securities is one 
which calls for the services of a firm experienced in this par- 
ticular field because of the special considerations involved. 

Further, the time to discuss the means by which the 
transaction is to be handled is when the necessity for such 
liquidation first arises. It is at this stage that experience 
and balanced judgment count in determining the course 
to be followed. 

Smith, Barney & Co. has been active in the field of 
Secondary and Special Offerings since the inception of 
these methods of distribution; the firm is, of course, equally 
competent in the matter of private placements and of 
following the normal procedure of liquidation on an 
exchange on which the security may be listed. 

If you are faced with the problem of liquidation of 
securities, we suggest that this versatility may be of value 
to you now. One of our partners will be glad to discuss 
procedure with you—in strict confidence, of course. 


Smith, Barney & Co. 


Members New York Stock Exchange 
14 Wall Street, New York 5 
522 Fifth Avenue, New York 17 


Philadelphia Chicago 





INFLATIONARY TUG-OF-WAR 


Protecting Government Bond Investors While 
Preventing Credit Inflation 


C. A. SIENKIEWICZ 
Vice President, Federal Reserve Bank of Philadelphia 


UR accomplishment during the war was 

never surpassed or equalled in history, 
and it was all the more remarkable because 
it was attained with a minimum of internal 
dislocations. Output of goods and services 
for use at home and abroad more than 
doubled. Gross national product expanded 
from $88 billion in 1939 to $200 billion at 
the peak of the war, and since the end of 
the war has been maintained at the highest 
peacetime level. Civilian consumers, though 
inconvenienced, have not been deprived of 
the real necessities of life. Until-recently, 
prices have been kept well under control at 
much lower levels than during and imme- 
diately after the first World War. 


Our progress in unwinding the war econ- 
omy has been more rapid than had been 
anticipated. The physical job of reconver- 
sion has been virtually completed. Employ- 
ment and wage payments have been in- 
creasing steadily since last fall. Despite 
strikes, threats of strikes, and shortages 
of materials, business generally stands on 
the threshold of expanding production and 
rising consumption. 


Legacy of War 


This war has not only added $230 billion 
to our national debt but also has left in its 
wake conflicting forces of unparalleled mag- 
nitude. In the first place, total production 
declined sharply with the termination of 
the war; and output of civilian goods, while 
increasing, has been greatly impeded by 
shortages of materials and prolonged dis- 
putes between labor and management. 


In the second place, never before in our 
experience has the supply of money been 
so large: from $61 billion in 1939, deposits 
in banks and currency in circulation have 
risen to $177 billion. This represents po- 
tential spending power at the command of 
individuals, businesses, and institutions of 
ail sorts. 


From address before the Conference of 
National Association of Bank Auditors and 
Comptrollers, Atlantic City, April 26. 


Unbalanced Condition 


The present volume of deposits and cur- 
rency in circulation is large enough to sus- 
tain business activity and employment at 
much higher levels than ever before in 
peacetime. What is urgently needed is the 
production of more goods and restraint in 
purchasing the limited amount of goods and 
services on hand or in immediate prospect. 
Even if we go into full production, some 
time will elapse before a balance between 
the supply of goods and services and the 
large amount of spendable money in peo- 
ple’s hands can be attained. This lack of 
balance is the crucial issue now facing all 
of us because it continues to aggravate in- 
flationary pressures. 


What is crucially important in this period 
of high incomes and high prices is to pre- 
vent a likely tendency of building up, under 
the surge of optimism, a large structure of 
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debts that, under the slightest let-down, 
can work havoc with individual savings and 
security. 


Attack the Causes of Inflation 


Our immediate problem is to attack the 
causes of inflation. Production alone, es- 
pecially “production at any price,” will not 
prevent inflation. It must be accompanied 
by suitable measures designed to influence 
proper behavior in the supply and use of 
money. Production of useful goods and 
services itself generates incomes out of 
which products of mines, factories, and 
farms are purchased; it is self-financing at 
any level of prices. The paramount ques- 
tion is: at high levels of output and income, 
will consumers of all classes want to spend 
more or less than their aggregate produc- 
tion, or income received? 


If they should want to spend more—the 
inflationary pressure will grow increasing- 
ly stronger and will be doubly aggravated 
if, in addition to the existing supply of 
liquid assets, we permit a further increase 
in money through the expansion of bank 
credit. Inflation then will be beyond our 
control regardless of the attainable level of 
production. The alternative, of course, is 


(a) to check further expansion of bank 
credit or production of money; and (b) to 
induce consumers to exercise self-restraint 
by saving their surplus funds—for example, 
through the purchase of United States Sav- 
ings Bonds. 


Credit and Loan Competition 


Increases in bank earning assets, loans 
or securities, lead to further expansion of 
bank credit. Such expansion has been dis- 
turbing as, in addition to private lending 
for productive purposes, many banks have 


WE ACT IN 


EVERY 
FIDUCIARY 


CAPACITY 


MARINE NATIONAL EXCHANGE BANK 


OF MILWAUKEE 
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developed a practice of lending to others to 
buy Government securities or of buying 
these securities on their own account. The 
net result has been continued expansion of 
bank credit principally for speculative 
profits, rather than for productive purposes. 


Especially since the end of the war has 
been a scramble to purchase longer-term, 
higher-yield bonds and to sell short-term, 
low-yield issues. As a result, short-term 
issues flowed to the Reserve System, and 
each purchase by the System meant a fur- 
ther expansion of bank credit or deposits. 


The supply of high-grade, longer-term 
securities has been shrinking fast, par- 
ticularly since the stoppage of new issues 
by the Government. Private corporations 
again are refunding their debt into lower 
interest bonds and even paying it off with 
accumulated cash or low-cost loans from 
banks. Financial institutions therefore 
are bidding vigorously for such high-grade 
securities as are appearing on the market. 
Under this competitive pressure, yields nat- 
urally have fallen to unprecedentedly low 
levels. 


The perplexing problem before the Fed- 
eral Reserve System authorities is how to 
limit the expansion of credit and yet main- 
tain orderly conditions in the money mar- 
ket. If credit expansion is to be restricted, 
the handling of the public debt might be 
made more difficult and costly for the Treas- 
ury. Bondholders will not be benefited if, 
to maintain the market value of their secur- 
ities, more credit is created. This would 
mean a further rise in prices of goods and 
loss in purchasing power. But to restrict 
further creation of credit might result in 
some possible loss of market values. 


Continued Abundance of Investable Funds 


The supply of funds at present appears 
more than sufficient to take care of busi- 
ness needs for some time to come. The 
volume of liquid assets held by both busi- 
ness and individuals in the form of cash, 
deposits, and securities has never been 
larger. Many basic industries seem able 
to finance as much as three-fourths of their 
planned capital outlays from their own 
cash resources on hand and from current 
operations. 


Once the changeover is made to peace- 
time activity, current incomes will be at 
substantially higher levels than before the 
war, at least in terms of money received. 
Funds for reinvestment are likely to be 





more plentiful than in the past. Most priv- 
ate obligations being issued at present pro- 
vide for repayment within a short time. 
Such credit as is being extended through 
term loans or mortgages provides for grad- 
ual repayment of principal. Even some new 
equities stipulate that at least part of the 
issues may be retired. The rapid growth 
of pension funds represents systematic sav- 
ings which will seek investment in high- 
grade securities. 

It is becoming clear that the Federal bud- 
get will soon be balanced; and if we are 
able to accomplish this goal, it will mean 
cessation of new Government borrowing. 
While local and state governments are form- 
ulating plans for all sorts of public improve- 
ments and undertakings, they too have 
accumulated reserves and reduced debts, 
and their requirements for borrowing may 
not be large in terms of funds available 
in the market. There is also a growing 
sentiment that local and state governments 
at present should finance the major portion 
of their outlays on a pay-as-you-go basis. 
This is extremely desirable under the ex- 
isting inflationary conditions in the econ- 
omy. Foreign demand for our short- and 
long-term capital will expand, but will de- 
pend on our trade policy and our willing- 
ness to participate in post-war reconstruc- 
tion and development of backward areas 
abroad. Demand from this source is not 
likely to be so large as to impose any great 
strain upon our financial market. 


Responsibility for Stable Rate Structure 


It is difficult to see any imminent change 
in conditions which might initiate an early 
upward trend in interest rates. This is not 
to say that changes in short-term rates may 
not take place within the present rate struc- 
ture, nor that such changes may be unde- 
sirable if they should help control infla- 
tionary pressures and maintain the value 
of money reasonably stable. If this view 
is correct, the problem confronting our in- 
dividual and institutional investors will be 
one of adaptation to a substantially lower 
interest rate structure than that prevailing 
in the decade following the first World War. 


Our immediate task is to achieve and 
maintain a reasonable degree of economic 
equilibrium during the transition period 
and to prepare the ground for stable and 
prosperous conditions based upon high lev- 
els of production, employment, and con- 
sumption—an economy with fair profits, 
high wages, and prices that will enable the 


457 


people to buy more goods. A combination 
of many steps is necessary to cope with the 
developing situation. 
First, production and flow of goods and 
services for civilian use must be increased. 
Second, the production of money through 
expansion of bank credit should be checked. 


Third, cutailment of expenditures is es- 
sential: balance the budget, build surpluses 
by maintaining high taxes and begin re- 
ducing national debt during boom years. 

Fourth, flexible means to control the ef- 
fects of inflation—such as temporary price 
controls in certain areas, discouraging spec- 
ulation, and increasing an orderly flow of 
materials to the assembly lines. 


Fifth, responsible individuals and groups 
should themselves place a moratorium on 
fancy economics and pressures by special 
groups until complete reconversion is 
achieved. We must avoid spreading con- 
fusion and a sense of frustration. We are 
not yet ready to abandon our present sys- 
tem of economy in favor of any system of 
regimented economy. 


Sixth, encourage cooperative efforts on 
the part of business, labor, agriculture, 
Government, and consumers to fight the 
forces of boom and bust. 


Salary Restrictions Lifted 


Salary Stabilization Regulations were liber- 
alized last month by Commissioner of Internal 
Revenue Joseph D. Nunan, Jr., to permit em- 
ployers complete freedom of action to fix sal- 
aries in businesses whose products and services 
either are outside of OPA price ceilings or for 
which no price ceiling increase will be asked. 
These regulations apply to salaries in excess 
of $5,000 and to lower salaries paid to admin- 
istrative, executive and professional employees 
not represented by labor organizations. 


eAd Virginia institu- 
tion, established in 
1865, with thoroughly 
modern trust facilities. 
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WHO OWNS THE CORPORATIONS? 


Facts vs. Popular Illusions on the Modern Stockholder 


Staff study No. 12 in Trusts and Estates series on 


“Public Reporting of Private Enterprise” 


ITH a view to checking current 
. popular impressions with the facts 
about stock ownership of America’s 
leading corporations, Trusts and Estates 
Magazine has reviewed the annual re- 
ports of more than 500 corporations, is- 
sued during the past year. The purpose 
of this survey was to find out not only 
the extent to which “big business” is 
owned by “little investors” but also the 
extent to which corporations are giving 
data on who owns their company. 


Of the 500 reports studied, represent- 
ing companies in all major fields of bus- 
iness, actively traded on the New York 
Stock and Curb exchanges, about half 
gave the number of stockholders, some 
of these showing comparison with prev- 
ious years, some classifying as between 
the number of men and women and 
others referring to the per cent of year- 
ly increase in the total number. 


More informative were those which 
gave analyses of the holders by number 
of shares held, and proportion of each 
group to total shareholdings. Extension 
of informative reporting on this subject, 
it is submitted, may go far to correct 
public misapprehensions and point out 
the identity of interests between bus- 
iness and the citizen. 


The Origins of Popular Beliefs 


F people realized how much of an inter- 

est they had in the welfare of “big bus- 
iness,” as well as of small businesses or 
branch plants in their own locality, there 
would be far more industrial peace and 
progress. A general complaint of financial 
and industrial management and investors 
centers on the rather widely expressed 
antagonism toward corporations. No new 
phenomenon, this public attitude has large- 
ly supported crippling demands or restric- 
tions on business. 


Publication of “The Modern Corpora- 
tion and Private Property” by Berle & 
Means in 1932 followed many years after 
the trust-busting era, but also set a pop- 
ular style of governmental and academic 
studies of stock ownership and control. 
The T.N.E.C. monograph on “Bureaucracy 
and Trusteeship in Large Corporations” 
(1940) claimed that “over half the corpo- 
rate dividends paid out in recent years 
have gone to about 2% of the total number 
of families and single individuals in the 
country,” that a third went to 25,000 peo- 
ple. Of the 200 corporations studied by 
the T.N.E.C. staff, they reported that near- 
ly a third of the voting stock was held 
by the 20 largest stockholders. 

This gives a misleading picture, for many 
of these ‘largest stockholders’ are trustees 
or other institutional investors which repre- 
sent a number of smaller individual hold- 
ings. 


Forces Creating Wider Ownership 


URTHERMORE, the trend in recent 

years has been toward wider distribu- 
tion of ownership, forced on one side by the 
high tax rates, and often encouraged on the 
other by corporations which recognize the 
mutual advantages of such relationships 
and interests. 

Wider public ownership will be aug- 
mented by the breaking up of many fam- 
ily owned and closely held businesses by 
reason of tax laws or desire to improve 
marketability of stock. Stock split-ups 
also result in a broader list of stockholders. 


There should be a further increase in 
the holders of stock if the pattern follows 
that after the last war, for from May 1941 
through March 1946, Savings Bonds were 
sold to 85 million Americans, introducing 
many new investors to the market for 
ownership. After World War I the large 
expansion in public ownership of secur- 
ities was an end result of the Liberty Bond 
campaigns and general diffusion of sav- 
ings. For example, in 1917, General Motors 
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(now our largest corporation) had 2,920 
stockholders and 25,427 employees. Dur- 
ing 1945, stockholders of General Motors 
totalled 425,657, outnumbering employees 
by about 80,000. A New York Stock Ex- 
change study showed increases for 50 lead- 
ing companies from 2,064,000 holders in 
1929 to 4,000,000 in 1945. 


Achilles Heel of Big Business 


UNDBERG’S “America’s Sixty Fam- 
ilies” personalized the “concentration 
of power” theory, while Burnham’s inter- 
esting book on “The Managerial Revolu- 
tion” stressed the increasingly self-per- 
petuating position of management under 
the diffusion of control and ownership. 
These data and arguments lend themselves 
to many interpretations, and have been 
used by socialistic economists and writers 
as ammunition against successful corpo- 
rate enterprise. 

Here is the Achilles heel of our private 
enterprise system — the almost unchal- 
lenged popular belief that only a few peo- 
ple benefit from the progress and profit 
of corporate activities. Corporation and 
financial leaders throughout the country 
have so far done very little to put the 
story straight. 


Portrait of the Stockholder 


HE too prevalent misconceptions on 

the extent of ownership by the wealthy 
goes largely unchallenged. One of the com- 
panies doing a good informative job is 
United Air Lines. Their current annual 
report states: 


“It is a fallacy to assume that smaller 
companies are owned by people of small 
means, whereas big ones are owned by rich 
men. The reverse frequently is true. United 
is owned by an estimated 3,500 preferred 
stockholders and 23,000 common stockhold- 
ers, the latter owning an average of less 
than 70 shares.” 


A unique presentation which transmutes 
an average into a personality was the 
“Message to Employees” section of Mer- 
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genthaler Linotype Company’s 1944 report. 


“The people who own shares of the Lino- 
type Company come from many walks of 
life employees, wage earners, profes- 
sional men, women, estates and so on. Let 
us say that the typical Linotype shareholder 
is a representative American, a good citizen 
in his community. He is married and has 
two or three children, earns his own living, 
has a home and lives in one of the forty-six 
states, three territories, and nine foreign 
countries which our list of shareholders 
represents. He has invested his savings in 
several ways so that his family will be 
properly provided for just as all of us are 
providing for our families. He thinks of the 
education of his children and of being finan- 


’ 


cially independent of others in his old age.” 


In its annual report for 1945, the Amer- 
ican Telephone & Telegraph Company con- 
tinued its practice of classifying owners 
by text and chart (see illustration). Re- 
cent full page advertisements in popular 
national periodicals also answer the ques- 
tion, “Who owns the Bell System,” by 
identifying ownership with the common 
interest: 


“It belongs to people in all walks of life 
in cities, towns and villages throughout 
America. The money comes from the sav- 
ing of the many for only the many .. . have 
the money to own such a big business. 
More than half of its 700,000 stockholders 
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are women... and about one stockholder 
in thirteen is a telephone employee. No one 
owns as much as one half of one per cent 
of its stock. About one person in every 
200 in the United States is a part owner.” 


Identify the Public Interest 


T is self-delusion to talk about the peo- 

ple being “capitalists” and having the 
same interest as a big stockholder because 
they happen to have a few shares of stock 
or a beneficial interest through such in- 
stitutional accounts. The total of $50 or 
so a year dividends received direct from 
the company by the majority of the gen- 
eral investing public looks pretty small 
alongside the pay envelope each week. 


That is not the real perspective. For 
one thing, every citizen is a recipient of 
corporate benefits via the tax route. For 
another, the increasing aggregations of 
money in pension funds often relates di- 
rectly to bond or stock ownership. 


There are other ways in which the sav- 
ing public has an interest and ownership 
in big business today. But they are gener- 
ally not aware of them, for the facts have 
been told too seldom, too cryptically or 
with too much coloring or sensationalism. 


Here is how General Motors Corp. tells 
the story of ownership, in its 1945 report: 


“Tt is the investor, small and large, who 
is the source of jobs and prosperity. He di- 
rectly or indirectly is the owner of Amer- 
ican business. He risks his savings to pro- 
vide the tools for industry, and without the 
tools, neither products for consumers nor 
job opportunities would be created. A single 
job in General Motors requires, it is esti- 
mated, an investment of approximately 
$6,500 to provide the place to work in and 
the necessary equipment and working cap- 
ital. The creation of many thousands of jobs 
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AY ublic Auction Sales 


Specialists in liquidating at pub- 
lic auction art, literary and other 
personal property for attorneys, 
trust officers, executors of 
estates and others 
Unsurpassed gallery facilities, 
skilled and experienced person- 
nel, effective and efficient meth- 
ods, perfected during many years 
of conducting public auctions* 


HIRAM H. PARKE, 
ARTHUR Swann, LesuiE A. Hyam, Vice Presidents 


President 


Epwarp W. Keyes, Secretary and Treasurer 


*Tllustrated brochure available to trust 
officers and law firms on request 
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obviously requires the investment of many 
millions of dollars by many thousands of 
investors.” 


Stockholders of GM include wage earn- 
ers, farmers, salaried, business and pro- 
fessional people of all the 48 states. No 
individual holds as much as 1% per cent 
of the outstanding G M common stock; the 
22.7 per cent common stock holding of E. I. 
du Pont de Nemours & Company is indi- 
rectly owned by nearly 88,000 du Pont 
stockholders. 


Employee and Public Ownership 


¢¢ J T has long been the policy of General 
Motors,” their 1945 annual report 
continues, “to encourage the ownership of 
stock by its managerial personnel. Such 
stock ownership promotes the sound and 
basic concept of owner-management. Ex- 
ecutive and supervisory personnel, because 
of their stock ownership, become in a sense 
partners, and their individual interests 
are joined more closely to the progress of 
the Corporation. 
After referring to increase to a high in 
number of holders, and citing that 40% 
had held shares for over ten years, the 
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OCCUPATION OF HOLDERS — Dominion Stores, Inc. 


.8% Druggists 
1.4% Insurance 
1.4% Foremen 
1.3% Machinists 
1.8% Mechanics 

.6% Ministers 
2.4% Doctors 
1.9% Executives 

.5% Printers 
1.6% Trustees 

.3% Nurses 

.5% Students 
20.0% Housewives 
1.7% Other walks 


10.6% Retired 
7.8% Managers 
6.2% Merchants 
4.6% Engineers 
3.4% Farmers 
2.8% Teachers 
2.4% Accountants 
2.4% Agents 
4.0% Manufacturers 
2.2% Bankers 
1.6% Brokers 
3.3% Clerks 
2.7% Lawyers 


1.8% Secretaries 
1.8% Treasurers 
1.3% Armed Forces 
.5% Dairymen 
.8% Dentists 

1.8% Laborers 


1.8% Salesmen 





Bell Telephone Company of Canada point- 
ed out: “Employees and pensioners num- 
bering 4,553 hold 68,271 shares, represent- 
ing 7.9 per cent of the outstanding shares.” 


In the same connection, S. H. Kress & 
Company reported: 


“Dividends . . . were paid this year to 
7,300 holders of common stock, of whom 
1,046 were employees of our Company or 
former employees serving in the armed 
forces of the country.” 


Institutional Holders 


STIMATES of the total number of 

stockholders of American enterprise 
are difficult. They are said to total over 
20 million, but duplicates are hard or im- 
possible to eliminate. Also these estimates 
are often on the short side, as institutional 
investors (banks, investment trusts, brok- 
ers and nominees for trust accounts, etc.) 
each represent a large number of individual 
owners. 





National Dairy Products points this up 
in their report: “Approximately 234% per 
cent is held by American insurance com- 
panies, educational institutions, invest- 
ment houses, banks, estates and trust 
funds; many of which, in turn, are owned 
by thousands of individual investors 
throughout the country.” 


Distribution among the institutional in- 
vestors is given by the Chesapeake and 
Ohio Railway Company, which reports that 
of its 7,657,354 shares 


“224 charitable institutions held 25,634 
shares, 184 educational institutions owned 
64,889 shares; 141 insurance companies held 
199,563 shares, and 92 investment compa- 
nies held 146,741 shares — approximately 
7,800 accounts were in the names of banks 
as executor, trustee, or agent, and 413,848 
shares were in the names of 261 brokers.” 


Holdings of banks, trustees and institu- 
tions are given special attention also in 
the reports of United States Steel Corpora- 
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tion, Philadelphia Electric Company, Con- 
solidated Natural Gas Company, Bridge- 
port Brass Company, Sperry Corporation, 
Northern Pacific, Pacific Gas & Electric, 
Union Carbide & Carbon, American Can, 
Pullman and Bigelow-Sanford. 


Geographical and Quantitative 
Distribution 


EOGRAPHICAL and quantitative sur- 
(5 veys appeared in a number of reports, 
especially corporations making consumer 
goods where stockholders are, or could be, 
customers as well. For instance, Plough, 
Inc., and American Home Products Corpo- 
ration (see table) gave geographical and 
quantitative breakdowns of stockholders. 
3utler Bros. (Chicago) Allied Stores Cor- 
poration gave similar tables. A may of the 
United States which showed number of 
stockholders in each of the states was 
used by Detroit Edison, and by National 
Dairy Products Corporation which said: 

“Individual investors in the United States 

— whole whose holdings represent approx- 
imately three-fourths of the voting control 
of the Company form a cross-section of 
the nation’s citizens. They are about equally 
divided as between men and women. They 
are in many walks of life and they live in 
every State of the Union.” 

Other corporations which gave attention 
to numerical increases and averages were 
Greyhound Corporation, P. R. Mallory & 
Co., Inc., Consolidated Edison Co. of New 
York, Western Union, National Lead, Syl- 
vania Electric Products, Pan American 
Airways, L. G. Le Tourneau, Inc., Anacon- 
da Copper Mining and Consolidated Paper 
(Canada). 


The related interests of stockholders, 
customers, employees and the government 
were described by Standard Oil Company 





QUANTITATIVE DISTRIBUTION 
(American Home Products Corp.) 





Number of Number of  % of Total Total Shares % of Shares 
Shares Owned Stockholders Stockholders Held Outstanding 


1— 99 7,875 76.07 192,640 
100— 199 1,543 14.91 173,406 
200— 299 376 3.63 82,155 
500— 399 159 1.54 51,519 
400— 499 82 -79 35,068 
500— 999 167 1.61 102,603 

1000—1999 79 -76 109,656 
2000—2999 28 Zt 65,343 
3000—3999 15 15 49,576 
4090—4999 6 .06 25,433 
5000 or more 22 21 215,952 


Totals 10,352 100.00 1,103,351 


Linnyal Cason Sela ice: 


1399 7 1945 





(Indiana) in its 1944 report which gave 
analyses of the kind and number of stock- 
holders, with special attention to owner- 
ship by social agencies, trusts, etc., as 
well as individuals. The Company also 
pointed out that stockholders are cus- 
tomers as well as partners. 


“Absentee Stockholders,” Your Proxy, 
Please 


IDE diffusion of ownership has 

brought problems for management; 
opportunities and responsibilities to stock- 
holders. Progressive managements are en- 
deavoring to bring about a better under- 
standing of the proxy privilege and its 
bearing on Corporation affairs. 

One suggestion which merits widespread 
attention and consideration was made by 
W. Y. Preyer, President, in the Vick Chem- 
ical Company’s annual report for 1945. 
He said— 

“As far back as our special report of 
1933 we touched on the problem of what 
we called “Absentee Stockholders,” say- 
ing: 





WHO OWNS PUGET POWER? 
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Puget Power is truly a people’s enterprise—American style. It is no 
power octopus. The average holding of Common Stock, at the end of 
1945, was only 114 shares. There were over 22,000 stockholders from all 
walks of life. No one of these stockholders held as much as 2% of the 
stock, and the following table shows the very large proportion of small 


owners: 
COMMON 

Holders 
1-99 11,952 
100 - 499 6,576 
500 - 999 355 
1,000 - 4,999 159 
5,000 or over 18 
Total 19,060 


Shares 

1-99 

100 - 499 
500 - 999 
1,000 or over 


Shares 


Total 


PRIOR PREFERENCE 


Holders 


(FROM 1945 REPORT OF PUGET SOUND POWER & LIGHT CO.) 








‘Annual meetings of stockholders are 
held, but few stockholders attend... 
Stockholders have become ‘absentee 
voters’... and have therefore forced 
the managements of many companies in 
the U. S. to assume the responsibility 
for self-perpetuation.’ 


“This means that management, in ef- 
fect, nominates the Board of Directors — 
which in turn elects management. To cor- 
rect this situation and to give more assur- 
ance of the continuance of our long-range 
policy, we propose that the stockholders 
elect annually a committee of 3, of whom 
the President shall be the one representing 
management and the 2 other members shall 
rpresent stockholders. If this proposal is 
adopted, stockholders will, in effect, nom- 
inate as well as elect the directors of this 
corporation. 


“The By-Law amendment required to put 
this proposal into effect is fully set forth 


Trust Service 


in Virginia 


NATIONAL BANK 
OF COMMERCE 
NORFOLK, VIRGINIA 


in the proxy statement, and its adoption 
is recommended by your Board of Direc- 
tors. 

“Of your company’s approximately 13,000 
stockholders, 90% own fewer than 100 
shares each. It is important, therefore, 
that every stockholder exercise the demo- 
cratic right of expressing his preferences 
by voting his stock, regardless of the size 
of his holdings.” 

Johns-Manville referred to their plan of 
holding stockholder meetings in principal 
cities as well as New York, started in 1941 
but postponed during the war. 


Thus we find only 36 companies giving 
descriptive information on their owner- 
ship, or evidence of the public nature of 
private enterprise investment. In view of 
the timeliness of this subject, it is urged 
that corporations and their financial and 
public relations advisors give more consid- 
eration to its presentation. 


Stock Split-Ups Increase 
Shareholders 


When the quoted market price of a stock 
is reduced as a result of a split-up, the shares 
come into the hands of a larger number of in- 
vestors. Some examples of companies which 
recently showed increase in number of stock- 
holders, following split-ups last April and 
May, are cited in the April issue of The Ex- 
change: Westinghouse Electric added 8,304 
new holders by the year-end; Louisville & 
Nashville Railroad owners increased from 
8,000 to 11,800; Acme Steel from 3,777 to 
4,024; and Standard Oil (Ohio), from 7,915 
to 10,733. 
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PROFITS ...IN PAYROLL TERMS 
Getting Down to Earth in Explaining Profits to Employees 


FRANK WALLACE 
McKinsey & Company, New York“ 


T is doubtful that industrial stability 

can be established until there is a better 
understanding among the rank and file in 
offices and plants, of industry’s profit posi- 
tion. Current wage demands have become 
the nation’s most critical economic prob- 
lem. It appears that large masses of people 
have come to believe that the corporation 
profit barrel has no bottom, and that the 
only thing that prevents substantial wage 
increases is the “greediness” of manage- 
ment. 


The situation demands reexamination of 
financial reports to employees, because 
many managements who feel that they are 
doing a good job on this are mistaken. 
This is a place where an individual com- 
pany can go to work on the problem. 


An employee opinion poll was conducted 
(by the X Corp.) five weeks after the 
financial report was given to employees. 
In answer to the question: ‘How many 
cents of net profit do you think the com- 
pany makes on each dollar of sales?’ the 
opinions checked were: 


*Excerpted from The Controller for Feb- 
ruary, published by the Controllers Institute 
of America. 





2 cents—checked by 6% of employees 
6 ” Patel, ” ” 11% 9? > 

10 —- “ 20% ” 

15 — 39% ” 

25 ” - 24% ” 


The correct answer was 2 cents. 


The prime objective of the employee re- 
port should be to explain the basic facts 
about officers’ salaries and profits as they 
relate to wages and salaries of the employ- 
ees themselves. The language should con- 
form as nearly as possible to the vocabu- 
lary of typical employees. 

When the statements of the proposed 
employee report were tested on plant and 
office personnel, several employees raised 
the question: ‘How do we know these 
figures are right?’ So reference was made 
in the President’s letter that the figures 
conformed to those submitted to the Se- 
curities & Exchange Commission. 

The natural fiscal unit of time for most 
plant employees is a week. This is natural 
since they receive their wages weekly, and 
their personal budgets are built around ex- 
penses per week. Therefore the proposed 
employee report shows all financial data 
in terms of the average per employee per 
week. This reduces the figures to a digesti- 
ble size. (See attached replica of sample 
report.) 
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REPORT TO EMPLOYEES ON OUR 1945 OPERATIONS & PROFITS 


J. JAY COMPANY 


Table A Sales and Costs for 1945 
Sales of our products to customers, plus various other 
income ES er ae ee LO ee te Re eee AED 
Costs of manufacturing and selling our products 
(wages and salaries not included) —_.___. 
Taxes (including income taxes) 
Total subtrachcn. 


Amount left for employees, officers and stockholders after 
all of the costs are subtracted, an average of $50.32 
per week is left for employees, officers and stock- 
holders. Table B shows how the $50.32 was divided __. 


Table B How the $50.32 Was Divided 
Employees ass eae So ee! 
The average employee received $46.06 per week. 
All employees received a total of $49,576,809 
for the year. 


$484,200 or an average of $405 per week for 
each officer. If all officers had worked without 
any salary and the amount had been used to 
increase salaries and wages of employees, 
the average increase would have been 45 

cents per week. 
Stockholders ELE eee Ye een NPaeRaIOS ETE ee 
This is the amount set aside for stockholders. 
Table C shows what they did with their share. 

Total _ : : 


Table C What the Stockholders Did With Their Share 

Amount left in the Company to buy new equipment to 
provide new jobs and to use as a reserve for 
losses or es ea ees ee a 

Cash taken out of the Company as dividends ; 

This is a kind of “rent” or “interest” stockholders re- 
ceive on their investment. The money that stock- 
holders invest provides the buildings in which we 
work, the tools we use and the money to absorb 
any losses we may have. The stockholders’ invest- 
ment in the Company (per employee) is $2,957. 
The dividends they received gave them a profit 
of 3.9 per cent on their investment. The reason- 
ableness of this return might be compared with 
the 2.9 per cent annual interest on War Bonds, 
except the interest on War Bonds is guaranteed 
by the government, while the stockholder’s divi- 
dends are not guaranteed and their investment 
may be reduced through losses. 


Weekly Average 


for Each Employee 


$72.72 
6.87 


$129.91 


$ 3.81 


Grand Total 
for the Year 


$139,835,559 


78,277,826 
7,397,141 
85,674,967 


$ 54,160,592 


$ 49,576,809 


484,200 


4,099,583 


$ 54,160,592 


$ 1,695,879 
2,403,704 


$ 4,099,583 


AUDITOR’S REPORT 


We have checked the figures in the “Grand 
Total for the Year” columns of Tables A, B, 
anc C and have found that they conform with 
the basie figures filed with the Securities and 
Exchange Commission in Washington and also 
with the basic figures in the Report to Stock- 
holders. 

We also have test-checked the pay roll rec- 


ords and have been satisfied that the average 
number of employees during the year was ap- 
proximately 20,700. The computations in the 
columns “Weekly Average for Each Employee” 
were checked and found to be correct. 
D. Dee & Company 
Independent Public Accountants 
and Auditors 
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WHAT'S A FAIR PROFIT AND PENSION ? 
Railway Age Survey Shows Employee Opinion 


Nine out of ten railroad workers like their 
top boss, only one in 11 thinks government 
would have operated the roads better during 
the war, and one in twelve thinks 5% or less 
a fair profit rate. These and other attitudes 
are recorded in the March 2 issue of Railway 
Age, based on a poll (1309 personal interviews) 
by Opinion Research Corp. Importance of find- 
ings can be seen in fact 1,400,000 or 1% of 
our population are employed by railroads. 

Questions they would most like to discuss 
with management are wages and pensions, 
working conditions, improvements in equip- 
ment and service. Respondents listed their 
sources of information on the industry and 
company in this order: newspapers and maga- 
zines (42 weight), bulletins and pamphlets 
(37), other employees (29), company maga- 
zines (16), rail trade journals (15), union 
publications (15), speeches (5). Most (73%) 
were satisfied with present information — 22% 
said “No,” five per cent indifferent. Knowledge 
of competitive situation was such as to make it 
“evident that considerable public and em- 
ployee education in the basic economics of 
transportation will be required.” 


Profits and Who Gets Them 


Asked to guess at the rate of railroad profits 
for the year (1945), answers ranged from 5 
per cent or less to 75 per cent, with the median 
at 27%. The I.C.C. reported rate of return on 
invested capital at 4.18% in 1944, Almost three 
out of four employees thought railroads “made 
a profit” through the depression, and over one- 
third (85%) think stockholders get the larger 
share of revenue dollars. About half said em- 
ployees got the bulk, others had no opinion or 
qualified answers. 


According to I.C.C. data, employees got 41%, 
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stockholders 3% of 1944 railroad revenues. 
The attached chart shows what these employ- 
ees considered a fair return on capital invested 
in railroads, the median being 10%. 


In reply to question of how to make the job 
more satisfactory, only 21% mentioned higher 
wages; 18% asked for better hours of work. 
Half of the employees expressed general sat- 
isfaction, almost half (46%) favored adoption 
of labor-Saving equipment even realizing it 
might mean fewer employees. 

On pensions, 57% said present arrangements 
were unsatisfactory, 31% said “O.K.” while 
53% found unemployment insurance set-up 
satisfactory, 18% unsatisfactory. Principal 
criticisms of pensions (which run up to $120 
monthly against $85 maximum of Social Se- 
curity Act): payments not large enough, age 
limit and length of service too high. 


Rate of Profit on Investment Employees 
Believe Railroads Should Be Allowed 


who favor the rates of return indicated 
bottom of bars. The median of these values is 10%. 


Don't 5% oe 79 
% 


10% I-15 1624 25-34 3549 50% 
know or less % % % % or 


From Railway Age, March 2, 1946 





Illinois Trust Meeting 


The ninth annual meeting of the Trust Di- 
vision, Illinois Bankers Association, held at 
Decatur on April 18, was featured by ad- 
dresses by Donald C. Miller of Harris Trust 
& Savings Bank, Chicago, and Paul E. Far- 
rier of the First National Bank of Chicago. 
Mr. Miller reviewed current trust investment 
problems, while Mr. Farrier discussed the new 
common trust fund and prudent man invest- 
ment statutes in Illinois. This will be re- 
ported more fully in the next issue. 





SAY IT WITH ADVERTISING 
Why the Story of American Enterprise Must Be Told 


DON BELDING 
Chairman of the Board, Foote, Cone & Belding 


HERE are powerful forces within 

the United States, some operating in- 
dependently and some in league with 
world revolution, who seek to impose 
upon our people a single party system, 
a freedomless economy with 100% 
government conirol. They recognize 
in American business, a great, success- 
ful enemy to their aims, so in ways de- 
vious and disarming, they seek to dis- 
credit and then to destroy it. 


Their progress has been alarming. 
Skillful propaganda is their tool of 
trade. With a skillful cell organiza- 
tion they use propaganda to stimulate 
existing confusion, arouse class antag- 
onism, pressure constantly for change, 
intimidate, coerce. They infiltrate 
into government, labor schools and 
group bodies. Their program is al- 
ready effective when it comes to vote 
getting. 

Slowdowns, sitdowns, deliberate mass 
sick leave claims are coercing employers to 
give way to excessive demands. Within 
labor unions coercion is used to keep mem- 
bers from daring to oppose the decisions 
of radical leaders. Business men are all 
painted as profiteers, crooks, selfish capital- 
ists who propose to gouge labor and the 
people. A cleavage between small and big 
business is being actively attempted. 


It Is Happening Here 


rq\HERE is plenty of evidence of infiltra- 
tion in labor, schools, churches and in 
other groups. A man high in government 
just last week told me of this infiltration in 
government agencies: “It’s so serious,” he 
said, “that business as we know it is doom- 
ed if countermeasures are not immediately 
started and successfully carried out. To 
correct the damage already done a strong 
campaign of education must be used over 
In address to 1946 annual meeting of 
American Association of Advertising Agen- 
cles, 


a long period of time to be sure that the 
public has the proper story of free enter- 
prise and the American Way of Life.” 
Ralph Chaplin, editor of the Tacoma Labor 
Advocate, writes: “In the City of Chicago, 
there are between forty and fifty Commun- 
ist Labor Schools, where young men and 
women learn parliamentary procedure, pub- 
lic speaking, labor journalism, all the 
tricks of the trade—infiltration, boring 
from within, disorganization—and they are 
turning out highly trained specialists in 
their field. There are such schools in every 
American city.” ‘ 

The record shows that sound labor lead- 
ership despises this infiltration as much as 
business because American labor has suf- 
fered severely at the hands of the commun- 
ists. What is business going to do about 
it? The forces against us are too strong 
to ignore. First we must admit that busi- 
ness itself has some well considered house 
cleaning to do. The 5% of business men 
who have the wrong attitude toward human 
rights, toward the dignity of man and to- 
ward progress must set their sights real- 
istically to changed conditions or they are 
apt to pull the whole business structure 
down with them. 


Advertising “Tithing” 


USINESS is trying to do something 

about influencing of public opinion but 
the effort is as decentralized as the opposi- 
tion is centralized. The Brand Names Re- 
search Foundation, U. 8. Chamber of Com- 
merce, the N.A.M., the N.ILI.C., A.F.A., 
P.A.A., Better Business Bureaus and some 
others are all doing work of this type but 
to unite them into one organization would, 
in my opinion, be an utter impossibility. 
Also, they are not doing enough even col- 
lectively on public opinion. The Advertis- 
ing Council is doing a splendid job in un- 
selfishly putting business and the advertis- 
ing industry at the disposal of the public 
interest. But the leading businesses of 
America will have to go much farther. They 
will have to “tithe” at least 10% of their 
advertising appropriations to save the sys- 
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tem and their business and themselves. 
(cf. “If You Want to Keep Free Enter- 
prise—Advertise Its Benefits”; Trusts and 
Estates, April 1946). 


We have one business—a good “test cam- 
paign’”—which is already “tithing” its .ap- 
propriations. Experience as head of the 
Iron and Steel Division of the War Produc- 
tion Board taught Reese H. Taylor, presi- 
dent of Union Oil Co. of California that the 
propagandising and infiltration efforts of 
the left wing anti-business program is so 
serious that business likewise must tell its 
true story to the public. Mr. Taylor felt 
that rather than wait for associations or 
committees to agree on a program, his com- 
pany should go ahead and make a contri- 
bution. 


Put It In Everyday Language 


SERIES of full page ads were decided 

upon to run in newspapers throughout 
the territory in which the company oper- 
ates, and in a few selected national maga- 
zines. These advertisements have appeared 
at approximately monthly intervals for the 
past three years. The campaign has been 
confined to a discussion of the American 
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Corporation. In every case the company 
has used its own experience or those of its 
industry. Typical subjects are: 1. What it 
is—multiple ownership. 2. Why in some 
cases it has to be big. 3. Where its profits 
go. 4. How competition keeps it efficient. 
5. How it has contributed to the high Amer- 
ican standard of living and fighting. 


In my opinion one of the greatest irri- 
tants to labor is the publishing of optimistic 
earnings statements by corporations. If it 
makes management look good—the profit 
record is generally featured. And the next 
morning the labor union is around wanting 
to know why the employees didn’t get a 
larger share. But when you give profit 
per stockholder the amount generally gets 
down to figures the man in the street can 
understand, appreciate and approve. 


Excellent Reception of Campaign 


HERE are a great many different re- 

actions which indicate that this cam- 
paign, now in its fourth year, has made a 
substantial contribution to business. For 
example: Studies of Sunday newspaper 
readers have shown extremely high reader- 
ship for these advertisements. In one case 
where the readership of every ad in the 
paper was studied, the advertisement of 
Union Oil Company was second highest- 
read among men of all in the paper, despite 
the length of the copy. In other cases where 
only the Union Oil advertisement was sur- 
veyed, one man out of every four who had 
seen a Sunday newspaper had read all eight 
captions in the copy (about 400 words). 
Another interesting point was that read- 
ership in the lower and lower-middle in- 
come groups held up unusually well for 
copy of this kind (around 25%). People 
are not only interested in, but anxious for, 
information of this kind. 


The advertisements have attracted thous- 
ands of fan letters, 95% of which are favor- 
able and come from all classes of people. 
Five per cent are vehemently unfavorable, 
and clearly come from left-wing sympathi- 
zers who fear the propaganda effect of this 
campaign. The campaign has generated 
a very large amount of favorable editorial 
comment in newspapers all over the coun- 
try, and in national magazines. Several 
colleges, including Harvard, are using the 
series regularly as text material in econ- 
omic courses. The Associated Business 
Papers have sponsored a series of articles 
and lectures around the country based on 
the material in this campaign. 
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All of this response has been spontan- 
eous. The ads have also turned out to be 
one of the best sales campaigns which the 
Union Oil Company has ever run. In addi- 
tion, the campaign has been directly re- 
sponsible in assisting the company with 
leasing contracts. Within its own organi- 
zation the company has found the cam- 
paign a very good morale builder. The 
company polled its own people, even includ- 
ing field workers, and got unanimously 
favorable reaction. 


Don’t Wait for George Again 


ERE is my ten-point conclusion: 
First—Do any house cleaning neces- 
sary to be right as well as seem right. 

Second—Business men must take a more 
active interest in the personnel and affairs 
of their government before the fact rather 
than merely complaining about conditions 
after the fact. 

Third—The leading advertisers of Amer- 
ica—because they have in their hands the 
greatest weapon for education in the world— 
should accept the responsibility of explain- 
ing American business to the American 
people. 


Ten Percent for the Right of 
Free Enterprise 


J,\ OURTH—To get sufficient funds for 
this purpose business should consider 
the idea of “tithing” its advertising appro- 
priations, diverting 10% to this business 
preserving campaign and 90% to product. 
Fifth—Each company should do its cam- 
paign in its own way, through its own 
agency, using facts which cannot be chal- 
lenged. 
Sixth—The campaigns should be contin- 
ued for a minimum of five years or long 
enough to be sure that our system is secure. 


Seventh—The salesmen of America 
should be sold on the idea of “tithing” 10% 
of their business time in selling and ex- 
plaining the American Way and their com- 
panies’ public information campaigns to 
every element of the distribution system. 


Eighth—A copy of every such ad should 
be sent direct to every Senator and Con- 
gressman and the head of every important 
department in Washington. 

Ninth—Support of the Advertising 
Council, Brand Names Research Founda- 
tion, and other organizations doing good 
work should be continued. 
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If Business Doesn’t Tell Its Story... 


ENTH—tThe American Association of 

Advertising Agencies, with the Asso- 
ciation of National Advertisers, should 
take the leadership in seeing to it that the 
need for the program and the program 
itself are brought to the attention of every 
advertiser in America. 


These campaigns are going to be the 
toughest to write of anything the agency 
business has ever tackled; they cannot be 
left to cubs in the bull pen. The silver lin- 
ing is that such campaigns to preserve our 
system will probably turn out to be the best 
investment of advertising money the com- 
pany ever made, saleswise. 


In our country, the people generally vote 
right if they have the facts right. The 
responsibility of business is therefore to 
see that they get the right facts about 
business. If business doesn’t tell them, 
nobody else will. Worse than that—the 
wrong facts will be paraded before the 
public mind. There isn’t much choice. It’s 
Dig now or Die later. 
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— THE CAPITALABOR TEAM — 


Developments which have promoted, or promise to promote, mutual 
welfare of employees, employers and providers of capital tools. 


LABOR OR MANAGEMENT TROUBLE? 


What is termed labor trouble can be man- 
agement trouble. An industry is a human 
pyramid and its president will be only as high 
as the employees hold him up. In America, 
management and men are largely the same 
people — at different stages in their careers. 
Promotions go to a little man’s head — to a 
big man’s heart. Supervision is a necessity 
but unless those who make up its ranks possess 
super vision, big tasks cannot be accomplished. 
Unsatisfied curiosity—wondering why—leads 
to suspicion, and suspicion is the drag line that 
digs the gulf between management and men. 


Mutual confidence is the material out of 
which bridges are built to span this man-made 
gulf. America has been built by bridge build- 
ers—not fence builders. As a company grows 
it must be more human—not less. There are 
two types of investors in every industry—one 
who invests his money—the employee who in- 
vests his life. Both expect and are entitled to 
receive dividends. In spite of how well anyone 
knows the technique of his job, if he can’t 
get along with those he supervises, he is a 
failure and a liability to the firm that employs 
him. There’s a single letter’s difference btween 
pose and poise—an I—yourself. Keep the I in 
the word.—M. J. NORRELL, Mgr. of Industrial 
Relations, Magnolia Petroleum Co., Dallas. In 
address to Dallas Control, Controllers Institute 
of America. 


WAR PROFITS TO EMPLOYEES 


A distribution of over $430,000 in war-time 
profits among 2,000 employees will be made by 
Interwoven Stocking Company. The amount, 
set aside in a profit-sharing trust operated 
from 1943 through 1945, permitted employees 
to share profits from war production. 
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WAGE-SALARY DIVIDEND 


A second “wage and salary dividend” to em- 
ployees, computed at 7 per cent of base pay, 
was declared in April by directors of Pitney- 
Bowes, Inc. All employees with three or more 
years of service, except elective officers, are 
included in the profit-sharing plan, with pro- 
portionate payments to workers with shorter 
records of service. 


PRODUCTIVITY WAGE PLANS 


Representatives of both AFL and CIO said 
at a conference of the Society for the Advance- 
ment of Management and the ASME, that 
techniques for increasing worker productivity 
and incentive wage plans should be as much 
subject to negotiation as basic wage rates. 
A CIO official said that workers have no 
confidence in management programs for in- 
creasing production. “Productivity wage plans” 
was suggested as a better name than so-called 
“incentive wage” plans, as such plans are al- 
ways keyed to higher production. 


PAY FOR WORK, NOT HOURS 


Financial incentives are only one form of in- 
creasing productivity and increasing mutual 
benefits to workers and company. This story 
has just come through Modern Industry. Dur- 
ing the war a small English plant had a quota 
of 50 airplane instruments a week. With sup- 
posedly adequate work force, machines and 
good working conditions the quota was never 
filled, even with overtime, bonuses, and _ har- 
angues. Then announcement was made that 
each worker could go home as soon as his or 
the shop schedule was met for the day and 
week, and receive the prevailing 54 hour-a- 
week pay. Result: many were out by mid-after- 
noon, none worked Saturdays, quotas were 
made ahead of schedule. 


EMPLOYEE TRUST FUND 


A “security trust fund” has been established 
between UAW-CIO and Kaiser-Frazer Corp. 
and Graham-Paige Motors Corp., which gears 
workers’ income to group output, with $5 per 
car shipped — and proportionate amounts on 
farm equipment — put into the fund. The 
Trust Fund will be administered by a board of 
three trustees, one to be a union representa- 
tive, one to be a company representative and 
the third selected jointly. Payments to employ- 
ees, on Dec. 20, 1946, will be paid in relation 
to hours worked. 
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TRUST TOURS FOR CIVIC LEADERS 


A Planned Program Based on Composite Estate Dramatization 


Editorial 


OTH new and more extended programs 

for bank-trust department tours are 
contemplated, according to personal re- 
ports and correspondence following publica- 
tion of the editorial “Bank Tours for New 
Business” in the March issue of Trusts and 
Estates. The idea is not new—many banks 
have, in past years, provided such explana- 
tory visits for school groups and a few have 
arranged them for other groups. But the 
application of this technique of visual edu- 
cation to a wide segment of local citizens, 
customers and directors is still in its pio- 
neer stages. 

These “tours” have a special appeal to 
the allies—attorneys and life underwriters 
active in estate planning work—and appear 
admirably suited as a feature of Bar Asso- 
ciation and Life Insurance-Trust Council 
programs. To be most effective, they should 
show the human side of fiduciary activities 
and demonstrate the many protections and 
advantages of specialized experience. Mere 
viewing of physical equipment with unre- 
hearsed explanation that “the young lady 
in blue is preparing statements for bene- 
ficiaries” or “this officer reviews trust ac- 
counts A through F”’ is lacking in interest 
and objective. Thoughtful planning of the 
trust department tour will well repay the 
moderate time it takes. 

In planning such tours, it may be most 
logical to use a “case history’ method, com- 
bining features of several estates and trusts 
into one story. This story would then un- 


fold from the time the estate was planned, 
through the highlights of probate, collec- 
tions, payments and distribution of assets. 
A trust, set up from the direct or residuary 
bequests, could then be followed through 
for the primary beneficiaries, with emphasis 
on the way this properly planned estate 
works out. Or the test case could be made 
from horrible examples of unplanned es- 
tates, and the comparison with proper plan- 
ning drawn as each major step is taken in 
the progress from probate to final distribu- 
tion to the estate beneficiaries or trust re- 
maindermen. 


This technique has the advantage of re- 
lating each operation to its cause and ef- 
fect, illustrating the objectives rather than 
just the mechanics. It also provides a 
dramatic way of contrasting the results 
from two estates of the same original size 
—one planned, the other unplanned. 


Committee Chairmen for FAA Convention 


Local committees for the annual convention 
of the Financial Advertisers Association in 
San Francisco next October 7 to 10, under the 
general chairmanship of Swayne P. Good- 
enough, vice president of Lincoln Richester 
Trust Co., Rochester, N. Y., include: Program 
chairman, Rod Maclean, California Bank, Los 
Angeles; Publicity and Promotion, George 
Dawson, Wells Fargo Bank & Union Trust Co., 
San Francisco. 
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OBJECTIVES OF ESTATE PLANNING 


Securing Sources of Income to Maintain Living Standards 


HEMAN T. POWERS 
Powers System of Estate Analysis, Cleveland and New York 


Since 1930, Mr. Powers has, as a professional estate counselor, analyzed 
over 3,500 estates. He is the author of the original and revised estate plan- 
ning sections of Diamond Life Bulletins. As the name of his organization 
implies, he has devised a system for analyzing estates by which a hypo- 
thetical probate is had on the client’s estate to ascertain its ability to 


meet the owner’s objectives. 


This is the first of a series of articles by Mr. Powers. In subsequent 
issues, he will discuss factors adverse to purchasing power, specific prob- 
lems in relation to purchasing power, and the roles of underwriter, atior- 
ney and corporate fiduciary in estate analysis—Editor’s Note. 


66 STATE PLANNING” is a term 

which has been applied to almost 
any kind of a procedure directly or indi- 
rectly connected with the transfer of prop- 
erty at death. It is used to describe the 
arrangement of life insurance policies and 
the distribution of their proceeds through 
settlement options. It is used to describe 
the planning of property distribution by 
will or trust. It is used to describe tax 
saving procedures. Notwithstanding the 
constructiveness of any or all of these activ- 
ities, they are not Estate Planning. Rather 
they are “Insurance Planning” or “Will 
Planning,” or “Tax Planning,” as the case 
may be. 

The planning of an estate involves the 
consideration of its every element, such as 
the type and characteristics of each asset, 
each medium of transfer, the characteris- 
tics of those to whom.the property or its 
benefits will pass, and all of the factors that 
will or can impair or facilitate the consum- 
mation of the estate owner’s objectives. 
In the light of the rising trend in Estate 
Planning, therefore, it is important that all 
who deal with estates, including the estate 
owners themselves, have a correct concept 
of just what it is, what it involves, what it 
requires and the responsibility that it en- 
tails. 


Maintaining Desired Standard of Living 


[ NLESS there is an objective there can 
be no plan. The latter can be no more 


definite than the objective it is sought to 
accomplish. While the purpose of every in- 
dividual in making a will, in purchasing 
life insurance, in adopting tax saving pro- 
cedures or in appointing a competent trus- 
tee, is to make provision for his loved ones, 
such procedures individually or collectively 
fall short of effectuating his desires if, as 
is ordinarily the case, he thinks in terms of 
the transfer of his wealth rather than its 
utility. 

If this same individual were to define 
what is meant by “making provision for 
his dependents” he would eventually come 
to the conclusion that -what he actually 
seeks to provide is the means whereby his 
wife and children can maintain a certain 
desired standard of living. While a busi- 
ness may represent a substantial amount 
of invested capital, those who receive the 
estate or its so-called benefits cannot eat 
the machinery, live in the factory or wear 
the stock certificates. It can make no con- 
tribution to the maintenance of a satis- 
factory standard of living unless it pro- 
duces income or unless it is sold and the 
proceeds re-invested for income. By the 
same token substantial holdings of real 
estate are of little value unless they are 
productive or can be sold and the amount 
realized put into income producing pro- 
perty. 

The value of an estate, then, to those 
who will succeed to its benefits, is in direct 
ratio to its ability to contribute the means 
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by which they can maintain a certain de- 
sired standard of living. The objective of 
the estate owner, therefore, must be the 
transfer of maximum purchasing power. 
The purpose of planning must be the con- 
summation of such objective and such plan- 
ning must take into consideration all fac- 
tors that may affect the ability of the estate 
to make an adequate contribution to the 
living standard needs of the beneficiaries. 


Analyze Before Planning 


STATE Planning involves two distinct 
operations: 

Analysis: by which, process the factors 
that change the character of the estate as 
well as the factors which are adverse to 
purchasing power are measured: and, 

Planning: which involves (1) devising 
and selecting corrective procedures to elim- 
inate the problems developed by analysis 
and to offset the impact of those that are 
insoluble; (2) implementing corrective pro- 
cedures that have been selected. 


The character and completeness of the 
estate plan depend upon the thoroughness 
of the analysis just as the efficacy of a 
prescription depends upon the thorough- 
ness of the physician’s diagnosis. A study 
of a substantial number of estates brings 
out the startling fact that the majority of 
the major difficulties and a large proportion 
of the unnecessary shrinkages in purchas- 
ing power are attributable to omissions 
which probably would have been avoided 
if a thorough analysis had been made. 


Sources of Purchasing Power 


INCE the value of an estate is measured 
by its purchasing power, it would be 
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well to define that term and the sources 
from which it is derived. Changes in living 
costs excluded, the purchasing power of 
the estate is represented by income which 
ordinarily emanates from two general 
sources: life insurance on one hand and the 
general property on the other. The income 
from the former is determinable because 
the principal is guaranteed. The difference 
between such income and that required by 
the beneficiaries for the maintenance of a 
desired standard of living constitutes the 
burden which the general estate must carry. 


This load will not fall upon the estate as 
it is today or as it will be when its owner 
dies, for between that moment and the 
time when his beneficiaries succeed to its 
benefits there lies a period of liquidation— 
a post mortem receivership—during which 
debts, claims, administration costs, succes- 
sion taxes, cash bequests and other miscel- 
laneous items must be paid in cash. Re- 
gardless of whether the required funds are 
taken from the insurance or the general 
estate, the income burden will obviously 
fall upon the Post-Probate Estate. 


In the light of this, there is no way by 
which the extent of the estate’s ability to 
carry its share of the load can be measured 
without a knowledge of the components of 
the probable post-probate estate, their char- 
acteristics as well as their potentiality as 
persistent sources of income. A thorough 
analysis requires, therefore, that the pre- 
sent estate as well as its present plan be 
subjected to the acid test of an hypothetical 
probate in the process of which the same 
problem, in principle if not in degree, will 
be developed. The probable post-probate 
estate, as well as the probable potentiality 
of its assets as persistent sources of in- 
come, will thus be established. 


Without a reasonably accurate visualiza- 
tion of the post-prebate estate, a knowledge 
of all the major adverse factors and the 
probable post-probate income, it is impossi- 
ble to provide an effective coordination be- 
tween the insurance and the estate, or an 
intelligent distribution of income under the 
will, or effective powers to the executor or 
trustee, especially as to specific assets. 


The Trinity of Property Transfer 


HE transfer of property possesses 
three aspects: 


The Legal: which involves the interpre- 
tation and application of laws as they may 
affect the status of the estate, the selection 





of corrective procedures which conform to 
present statutes or to legislative trends, 
the implementing of such procedures and, 
lastly, legal counsel for the estate. 


The Economic: which deals with the 
mathematics of the estate and its ability 
to make an adequate contribution to the 
needs and wants of the beneficiaries. The 
analysis particularly comes within its scope 
in that it deals with the factors that im- 
pair estate purchasing power and visualizes 
their effects in terms of principal and in- 
come shrinkage. 


The Administrative: which involves the 
management of the estate both during pro- 
bate and over the period of the dependence 
of the beneficiaries. Far greater losses of 
principal and/or purchasing power have 
been sustained through incompetent man- 
agement than through succession taxes. 
Just as the health and productivity of a 
business enterprise depend upon its man- 
agement, so do the health and productivity 
of an estate. 


These three aspects, though differing 
functionally, are interdependent. While 
analysis deals with the mathematics of the 
estate, it is merely an arithmetical interpre- 
tation of the situations resulting from the 
operation of laws. The obligation of the 
analyst or planner requires that the inter- 
pretation of such laws and their influence 
on such situations be made by the attorney 
for the estate owner. Since the burden of 
providing purchasing power falls upon the 
post-probate estate, the efficacy of the will, 
trusts or other instruments will be in direct 
ratio to the attorney’s understanding of 
the problems of the estate and the reasons 
for its failure to make an adequate contri- 
bution. 


Reducing Leakage 


WILL, in the last analysis, is a pipe line 

through which one transfers a certain 
element—property—to certain destinations 
of his choice. The greater the number of 
destinations, the more laterals will be re- 
quired. The greater the number of laterals, 
the more joints will there be; the more 
joints the greater the possibilities of leak- 
age. 


Assuming that this pipe line has been 
designed and constructed by the ablest en- 
gineer—the attorney—and that every joint 
has been so carefully made that leakage 
has been reduced to a minimum, of what 
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value is the pipe line if the element for 
which it was designed and constructed 
evaporates before it gets into the line, or is 
so frozen that it will not flow, or turns into 
gas on its way through? The efficacy of 
the pipe line is measured by the power—the 
purchasing power—at the far tid of the 
line, not at its entrance. : 

It is axiomatic that the pipe line must 
conform to the element which it is to con- 
vey and that the element likewise must con- 
form to the character of the conveyor. 
These adjustments are obtainable by com- 
bining the Economic and the Legal aspects. 


Not A One Man Job 


HEN the estate plan includes the ap- 

pointment of a corporate fiduciary, its 
representative can make a significant con- 
tribution to formulation of the plan from 
the wide and varied experience of his in- 
stitution in the management of estates, by 
pointing out the practical problems that 
may be encountered and by suggesting pro- 
cedures or provisions that have been proved. 


Estate Planning is not a one man job. 
It is a group operation in which specialists, 
each of whom has his individual field of 
service, contributes specialized knowledge 
and ability, each respecting the functional 
province of the others not for so-called tac- 
tical reasons, but to discharge an obliga- 
tion which each has to the estate owner’s 
beneficiaries whose welfare and position in 
our social structure will depend in a large 
measure on how his estate is transferred. 
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Cash on Hand and in Banks $148,829,579.10 
United States Government Securities 653,657,821.38 
State, Municipal and Other Securities, including Stock of 

the Federal Reserve Bank 20,331,624.63 
Loans and Discounts 256,121,154.84 
Bank Premises—Main Office and Branches 4,050,827.64 


Other Real Estate 1.00 
Other Assets 2,037,146.90 


Customers’ Liability on Acceptances ‘ 110,234.30 
$1,085,138,.389.79 


Capital Stock $ 13,800,000.00 
Surplus 13,800,000.00 
EES OE OC AOE EE EERE 2,911,960.08 
Reserve for Retirement of Capital Notes __..............-.........-.-- 5,500,000.00 
Reserve for Contingencies 2,185,220.67 
Capital Notes 11,000,000.00 


DEPOSITS 
$406,442,523.96 
Savings 437,390,363.10 
United States Government 149,671,927.75 
Estates Trust Department 19,952,097.24 
Corporate Trust Department 9,217,358.60 1,022,674,270.65 


ems wate, bene, e060... 3 = oxo cnc scccnescese 6,508,343.90 


Other Liabilities 6,648,360.19 
Acceptances Executed for Customers 110,234.30 


$1,085,138,389.79 


Contingent Liability on Loan Commitments—$12,377,041.67 


United States Government Securities carried at $190,594,484.50 are pledged to secure U. S. Gov- 
ernment Deposits and other public funds and for other purposes as required or permitted by law. 


Assets are shown NET after deducting Reserves. 


We welcome individuals and corporations 
seeking new or a“ ditional banking services. 
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STANDARD CLAUSES FOR WILLS 


Tested Forms for Testamentary Trusts 


Third in a Series 


RALPH R. NEUHOFF 


Neuhoff & Millar, 


No. H 56 


As to the beneficiaries of any Trust cre- 
ated by this Will who may be living at the 
date of my death, the income created for 
their benefit shall not be deferred until the 
assets of the particular Trust are distrib- 
uted to said TRUSTEES by my EXECU- 
TORS, but on the contrary said income 
shall accrue in each said case from and after 
my death, and until such distribution oc- 
curs my EXECUTORS are authorized to 
disburse said income directly to said bene- 
ficiaries. 


Income starts at death 


Class I. Termination of Trust; 


Contingent Continuation 


No. I 57 


Said Trust as to said minor’s share shall 
terminate upon said minor attaining the 
age of twenty-one years or upon his death 
if said minor shall die without attaining 
the said age, and upon such termination 
the assets of said separate Trust for said 
minor shall be paid over to said minor free 
from trust, or if said minor shall have 
died be paid over to the administrator of 
said minor as a part of the said decedent’s 
estate, or in the case of real estate, to his 
or her heirs. 


Termination of trust for minor 


Note: If a greater age than 21 years is 
used, watch carefully for violation of the 
rule against perpetuities. 


children reach thirty 
No. I 58 


Said Trust shall terminate when all of 
my children shall have attained the age of 
thirty years, or died without attaining that 
age. Upon said termination said Trust shall 
at once cease and the trust assets less all 
proper deductions shall be paid over as 
follows, to wit: 


Termination when 


years 


No. I 59 


This Trust shall continue until my wife 
Shall have died and shall then and there 


Termination on death of wife 


St. Louis, Missouri 


terminate. Upon said termination said 
Trust shall at once cease and the trust 
assets less all proper deductions shall be 
paid over as follows, to wit: 


to daughter 
No. I 60 


They shall be paid over equally to my 
daughter, A, and any child or children that 
may hereafter be born to me, provided that 
A’s share shall be equal to that of any 
other of my children, and provided further 
that if any of my children shall have died 
at such termination date, the descendants 
of any deceased child of mine shall repre- 
sent their ancestor and take such ancestor’s 
share per stirpes. 


Distribution on termination 
and other descendants 


No. I 61 


Upon such termination of this Trust, the 
expenses of the last illness and funeral of 
my wife, and all proper deductions and ex- 
enses of said trust, including TRUSTEES’ 
commissions, shall first be paid by said 
TRUSTEES, and the corpus remaining and 
all undistributed income shall vest in and 
be distributed, free from trust, equally 
among my said children, A, B, and C, if 
then living, and their descendants then liv- 
ing, per stirpes, if one or more of my said 
children be deceased. 


Distribution on termination 


Note: The payment of a life tenant’s fun- 
eral etc. expenses out of corpus is advisable. 


Distribution on termination, with contin- 
gent trust No. I 62 


Said Trust shall terminate upon the 
death of my mother, and upon such term- 
ination said TRUSTEES shall make all 
proper deductions, including TRUSTEES’ 
commissions, if any, and shall transfer, 
convey, pay over, and distribute, free from 
trust, the corpus and any undistributed in- 
come to my said brother, A, if living, pro- 
vided that if my said brother shall not be 
then living, then said corpus and any un- 
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distributed income shall be distributed in 
equal shares to my said nieces, B, C, D and 
E, absolutely, if living, provided, however, 
that if any of my said nieces shall not be 
then living but shall have left descendants 
living at the termination of said Trust, then 
such descendants shall represent their an- 
cestor, per stirpes, and take said ancestor’s 
share, and provided, further, that if any 
of said descendants shall be under the age 
of twenty-one (21) years at the termin- 
ation of said Trust, then in any such event 
the share or shares of any such descendants 
or descendant, as the case may be, shall go 
instead to F and G and their successors, 
IN TRUST, however, for the benefit of 
such descendants or descendant, respective- 
ly, as hereinafter set forth in Clause 
hereof, and provided, further, that in the 
event any of my said nieces shall be then 
deceased and shall have left no descendants 
then living, then in any such event the 
share or shares of such deceased niece or 
nieces shall drop out and shall go instead 
. to increase the shares or share passing 
hereunder to the survivors or survivor of 
my said nieces and their respective de- 
scendants, as the case may be. 

Said TRUSTEES shall also have such 
other powers, duties and immunities as are 
provided below with reference to all trusts 
under this will. 


Note: If A, B, C and D are living at 
testator’s death the trust may continue for 
21 years thereafter without violating the 
rule against perpetuities at least in some 
jurisdictions, but the provisions of Clause 

_ referred to must not incorporate any 
further continuance. See No. I 64. 


No. I 63 
But if there be no descendant of mine 


Distribution on termination 
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living at the date of termination of said 
principal Trust as provided for in this 
(i.e., when all of my children 
shall have attained the age of thirty years 
or died without attaining that age) then 
said Trust assets shall be paid over free 
from trust and distributed equally among 
the eighteen persons who are named in the 
list of eighteen persons given in Clause 
hereof. Provided, however, that if 
any of the said eighteen persons shall have 
died at the date of such termination of 
said principal Trust and shall leave a de- 
scendant or descendants living at such date, 
then, in that event, such descendants shall 
represent their ancestor and take such an- 
cestor’s share per stirpes; otherwise the 
share of said decedent shall drop out, there- 
by increasing the shares of the others of 
said eighteen persons or their descendants, 
as the case may be. 


Continue trust for minors No. I 64 


If any descendant of A shall become en- 
titled to a share of said Trust Estate be- 
fore such descendant has reached the age 
of twenty-one (21) years, then the TRUS- 
TEES shall continue to hold the share of 
any such minor in trust with like powers as 
to management and investment thereof as 
herein set out governing the trust estates 
hereinbefore mentioned, and shall use and 
apply such portions of the net income de- 
rived therefrom and also of the principal 
as the TRUSTEES may deem necessary, 
directly (without the. intervention of a 
curator or guardian) for the education, 
care and support of such minor, any unex- 
pended part of the net income to be added 
to the principal and reinvested until such 
minor reaches the age of twenty-one (21) 
years, at which time the TRUSTEES shall 
transfer, convey, deliver and pay over the 
property constituting the share of such 
minor descendant to him or her, free from 
trust, but if such minor descendant should 
die before attaining the age of twenty-one 
(21) years, the Trust as to the share of 
such minor descendant shall cease at his 
or her death and the property representing 
the same shall pass and belong to the per- 
sons who may then be the next of kin en- 
titled to receive the personal estate of such 
minor according to the laws of the State 
of - __............-. then in force with re- 
spect to descent and distribution of per- 
sonal property. 


Note: Be sure that the extension of the 
trust by reason of minority of a descendant 





does not introduce the possibility of violat- 
ing the rule against perpetuities. 


Setting up concept of “controlling event,” 
with examples of various dispositions in- 
cluding a penalty on remarriage of a son’s 
widow No. I 65 


If, at the termination of the Trust cre- 
ated by Clause _ of this Will, any 
one or more of my said sons shall have 
died, or if, at the date of my death (my 
wife not having survived me or having per- 
ished in a common disaster with me) any 
one or more of my said sons shall have 
died, then the share of any such deceased 
son of mine in said Trust estate, or in my 
estate, shall go instead to the following 
persons or person then living, and in the 
following proportions, to wit (the term- 
ination of said Trust and the date of my 
death being hereafter referred to respec- 
tively as the “controlling event’’) : 

A. If any such son shall have died leav- 
ing surviving him, at the date of said con- 
trolling event, a widow who shall not have 
remarried at said date and a descendant 
or descendants, then the said share of any 
such deceased son of mine shall go, in equal 


COMPLETE 
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shares, to such widow and descendants then 
living of such deceased son, said widow tak- 
ing a share equal to that of a child of said 
deceased son of mine, and said descendants 
taking per stirpes. 

B. If any such son shall have died leav- 
ing surviving him, at the date of said con- 
trolling event, a descendant or descendants, 
and no widow, or a descendant or descen- 
dants and a widow who shall have remar- 
ried, then the said share of any such de- 
ceased son of mine shall all go, in equal 
shares, to such descendants, per stirpes, 
(and no part thereef shall go to any such 
remarried widow, if any). 

C. If any such son shall have died leav- 
ing surviving him, at the date of said con- 
trolling event, no descendants, but a widow 
who shall have not remarried at said date, 
then the said share of any such deceased 
son of mine shall all go to such widow not 
remarried. 

D. If any such son shall have died leav- 
ing surviving him, at the date of said con- 
trolling event, no descendants but a widow 
who shall have remarried at said date, then 
one-third (1/3) of the said share of any 
such deceased son of mine shall go to such 
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remarried widow, and the balance of the 
said share of any such deceased son of 
mine shall go as provided below in para- 
graph E of this Clause. 

E. If any such son shall have died leav- 
ing no descendants and no widow, or a 
widow who shall have remarried, surviving 
him, at the date of said controlling event, 
then the said share of any such deceased 
son of mine, or the portion thereof remain- 
ing after the portion going to such widow 
who shall have remarried, as the case may 
be, shall go to the others of my said sons, 
or if one or more of them shall also have 
died, then their respective descendants and 
widows shall represent them and take said 
share or such portion remaining, as the 
case may be, in the manner and propor- 
tions set forth in this Clause (subject al- 
ways to the provisions of this Clause per- 
taining to the widow of any deceased son of 
mine who shall have remarried). 


Class J. 


No trust unless A survives 


Alternate Disposition 


No. J 66 


Should A fail to survive me, then all of 
said rest, residue and remainder of my 
property shall not go in trust as provided 
in Clause , but shall go instead ab- 
solutely to said B. 


No trust unless A survives—another form 
No. J 67 


If, however, A does not survive me, then 
said Trust shall not come into existence, 
but I give, devise and bequeath all said 
rest, residue and remainder of my property 
instead to the same persons and in the same 
proportions as above provided for distribu- 
tion of the corpus of said Trust on its term- 
ination just as if said Trust had terminated 
on the date of my death. 


Note: This clause appears after the clause 
creating the trust in case A does survive 
testator. 


To wife or to children with contingent trust 
for minors No. J 68 


If my wife shall not survive me, then I 
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give, devise, and bequeath all of said rest, 
residue, and remainder of my property, rea! 
and personal, wherever situate and whether 
acquired before or after the execution of 
this Will, to my said children, A, B, and 
C, in equal parts, share and share alike, 
if living, and to their descendants, per 
stirpes, if deceased, the descendants of any 
such deceased child of mine to represent 
their ancestor and take such deceased an- 
cestor’s share, per stirpes, provided that, 
if at the time of my death any such de- 
scendant of a deceased child of mine shall 
not have reached the age of twenty-one (21) 
years, the share of any such minor shall go 
instead to my said TRUSTEES, and their 
successors, IN TRUST, however, to be held, 
managed, and distributed in all respects 
both as to income and principal, for the 
benefit of such minor, as herein set out re- 
specting the Trusts provided in this Will 
for any descendants of any of my said chil- 
dren who shall not have reached the age of 
twenty-one (21) years at the termination 
of the Trust herein provided to be term- 
inated at the death of my wife. I realize 
that, in the event any such share shall go 
to such TRUSTEES, my wife, named here- 
in as one of the original TRUSTEES, will 
not be one of said TRUSTEES. 


No. J 69 


In the event that upon my death I leave 
neither my wife nor any issue surviving 
me, then the residuary trust above created 
in CLAUSE for the benefit of my 
wife and issue shall ‘not come into exist- 
ence but instead I give, devise and bequeath 
all of said rest, residue and remainder to 
those persons who would be entitled to take 
the same under the laws of the State of 

effective at the date of 
my death, if I had died intestate. 


To heirs at law 


Alternate dispositions No. J 70 


In the event, however, that there shall 
be no person living at the date of my death 
who shall be entitled by virtue of the fore- 
going provisions of this Will to receive 
(either directly or in trust) said rest, resi- 
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due, and remainder of my said property, 
then said rest, residue, and remainder shall 
go instead in equal parts to the following 
persons, to wit: 


(a) One part to A, if living. 
(b) One part to B, if living. 
(c) One part to C, if living. 
(d) One part to D, if living. 


Provided that if either said A or said 
C, or both shall not be living at the date of 
my death, then his or their respective share 
shall lapse and drop out, thereby increasing 
the shares of the other persons named in 
this Clause; and provided further, that if 
either said B or said D shall not be living 
at the date of my death, then the share or 
shares of such decedent or decedents shall 
go instead to their respective children or 
other descendants, in equal parts, per stir- 
pes, but if any one or more of them shall 
have predeceased me leaving no such chil- 
dren or other descendants living at the date 
of my death, then their respective shares 
shall lapse and drop out, thereby increasing 
the other shares provided for in this Clause. 


Note: Variant treatment of A and C as 
against B and D is merely by way of sug- 
gestion; for example when A and C are 
“in-laws” and B and D are blood relatives. 





Alternate provisions for sons’ widows 
No. J 71 


In the event, however, that either (or 
both) of my said sons fail to survive me, 
then any property or interest herein devised 
or bequeathed to him shall go, instead, upon 
my death, in equal shares, to the widow and 
descendants of such deceased son then liv- 
ing (said widow taking a child’s share), 
and, if there be no such descendants then 
living, all thereof to said widow, and, if 
there be no such descendants or such widow 
then living, then such deceased son’s share, 
upon my death, shall go instead to the sur- 
vivor of my two sons, if one be then living, 
and, if not, then in like manner in equal 
shares to his widow and his descendants 
then living (said widow taking a child’s 
share), and, if there be no such descendants 
then living, all thereof to said widow. But 
if both of my sons shall fail to survive me 
and neither shall leave a widow or descen- 
cdants living at my death, then the interests 
in said property hereinabove left to my sons 
(meaning the interest which they would 
have taken hereunder at my death if they 
had survived me) shall go, instead, to my 
wife, in fee simple. 








Alternate bequest to brother and nieces 











No. J 72 
If my mother shall not survive me, then 
said trust created by Clause of this 








Will shall not come into existence, and I 
give, devise and bequeath all of said rest, 
residue and remainder of my property, real 
and personal, wherever situate and whether 
acquired before or after the execution of 
this Will, instead to my said brother A, 
absolutely, individually and in his own 
right, if living, provided that if my said 
brother shall predecease me, said rest, resi- 
due and remainder of my property shall go 
instead in equal shares to his daughters, 
my nieces, B, now living in 



























































C, now living in & , D, now 
living in ., and E, now liv- 
ing in _., absolutely, if liv- 








ing, provided that if any of my said nieces 
shall predecease me and shall leave de- 
scendants living at the date of my death, 
such descendants shall represent their an- 
cestors, per stirpes, respectively, and take 
said ancestor’s share, and provided, further, 
that if any of said descendants shall be un- 
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der the age of twenty-one (21) years at 
the date of my death, then, in any such 
event, the share or shares of any such de- 
scendants or descendant under the age of 
twenty-one (21) years shall go instead to 
F and to his successors, IN TRUST, how- 
ever, for the benefit of such descendants or 
descendant, respectively, as hereinafter set 
forth in Clause —_..... of this Will. In 
the event any of my said nieces shall pre- 
decease me and moreover shall leave no 
descendants living at the date of my death, 
then, in any such event, the share of such 


deceased niece or nieces shall drop out, 


thereby increasing the shares or share pass- 
ing hereunder to the survivors or survivor 
of my said nieces and their respective de- 
scendants, as the case may be. 


Trust held for benefit of A as to half, with 
various alternate dispositions No. J 73 


Said Trust Estate shall be held in equal 
parts for the genefit of A and B as here- 
inafter set forth. 

(A) One of said parts or portions of the 
Trust Estate shall be held for the benefit 
of A, so long as he shall live, and the en- 
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tire net income derived therefrom shall be 
paid to him in monthly or other convenient 
installments as long as he shall live, and 
upon his death, or in the event that he pre- 
deceases me, the Trust as to his share of 
said Trust Estate shall at once cease, or 
shall not go into effect, as the case may be, 
and the TRUSTEES skall transfer, convey, 
deliver and pay over the property then con- 
stituting his share of the Trust Estate to 
his then living blood descendants per stir- 
pes; but should A die leaving no _ blood 
descendants surviving at said time, or sur- 
viving at my death if he predeceases me, 
than his share, both as to principal and 
undistributed income, shall pass and be held, 
managed and distributed in all respects 
both as to income and principal for the 
benefit of B, as is set out in this Will re- 
specting his share in and to the Trust Es- 
tate. 
Note: This is intended to be followed by a 
similar clause for B; useful where A and B 
are children of testator. 


Class K. Corpus of Trust- 
Encroachment 


No. K 74 


If at any time A should be in need of 
funds in excess of the net income derived 
from said Trust Estate in order to provide 
for his reasonable care and comfort,’ or on 
account of any illness, infirmity or accident, 
then the TRUSTEES are authorized in 
their sole discretion to encroach upon the 
principal of the Trust Estate for said pur- 
poses in such amounts as the said TRUS- 
TEES shall deem necessary and proper. 


Encroachment 


Note: If any encroachment clause is too 
broad it may for tax purposes be deemed 
equivalent of ownership. 


No. K 75 


In the event that any such beneficiary 
should, while entitled to have any income 
expended for his or her benefit, be in need 
of funds in excess of the net income avail- 
able hereunder, in order to provide for his 
or her reasonable education, care, support 
and sustenance, then said TRUSTEES are 
authorized, in their discretion, to encroach 
upon the principal of said Trust for said 
purposes in such amount as said TRUS- 
TEES in their discretion, and from time 
to time, deem necessary or advisable. 


Encroachment for support 


No. K 76 


If at any time ‘any beneficiary while en- 


Encroachment—another form 





titled to income hereunder shall be in need 
of funds in excess of his or her share of 
net income derived from said Trust Estate 
in order to provide for his or her education 
or reasonable care and support, or on ac- 
count of any illness, infirmity or other 
emergency, then the TRUSTEES are 
authorized in their sole discretion to en- 
croach upon the principal of the Trust Es- 
tate for said purposes in such amounts as 
the said TRUSTEES shall deem necessary 
and proper. Such encroachments need not 
be equalized, but shall be a general deduc- 
tion from said Trust Estate. 


Encroachment on separate trust No. K 77 


If at any time either A or B (while they 
are entitled to net income) should be in 
need of funds in excess of the net income 
derived from their respective shares of the 
Trust Estate in order to provide for their 
reasonable care, comfort or education, or 
on account of any illness, infirmity or other 
like emergency affecting either of them, 
then the TRUSTEES are authorized in 
their sole discretion to encroach upon the 
principal of the share of the Trust Estate 
of such beneficiary, for said purposes and 
in such amounts as the said TRUSTEES 
shall deem necessary and proper. 


Encroachment only contingently for descen- 
dants of granddaughter No. K 78 


If the amounts available hereunder for 
my said wife, A, or my said granddaughter, 
3, shall ever, in the judgment of the TRUS- 
TEES, not provide sufficient funds for the 
proper care and support of such beneficiary, 
whether by reason of illness or other emer- 
gency, or for any other reason, then said 
TRUSTEES are authorized, in their dis- 
cretion, to encroach upon the corpus of the 
trust estate in their hands to provide the 
aforesaid funds. So long as my said wife 
shall live, there shall be no similar en- 
croachment for the benefit of any descen- 
dants of my said granddaughter, but after 
the death of my said wife encroachments 
for like purposes may be made by said 
TRUSTEES, in their discretion, from the 
corpus of said trust estate for the benefit 
of such descendants of my said grand- 
daughter. 


Part distributed at certain ages No. K 79 


When A shall reach the age of thirty- 
‘ive years, or at my death if A shall have 
attained said age before my death, the 
TRUSTEES shall transfer, convey, deliver 
and pay over to him one-half of the prin- 
cipal funds of his share of the Trust Estate 


TRUST 
PROMOTION 


“You have heard the good 
news about the inquiries just 
received. That number is a rec- 
ord for us. We appreciate your 
help and are sold on your 
plans for building trust busi- 
ness.” 


% 


A Purse-planned trust promotion 
program, based on successful ex- 
perience, and containing material 
of proven effectiveness, will pro- 
duce profitable results for your 
Trust Department. Without obliga- 
tion, write today for complete in- 


formation. 


Me DVASE Aapany 


Headquarters for Trust Advertising 


CHATTANOOGA, TENNESSEE 





486 


free from trust, and when he shall reach 
the age of forty years, or at my death if A 
shall have attained said age before my 
death, the Trust as to his share in the 
Trust Estate shall cease, or shall not go into 
effect, as the case may be, and the TRUS- 
TEES shall thereupon transfer, convey and 
deliver, and pay over to him the residue of 
the property then constituting the same, 
both principal and undistributed income, 
free from trust. If A shall die before 
reaching the age of forty years, or if he 
shall predecease me, the Trust as to his 
share of the Trust Estate shall cease at 
the time of his death, or at my death if he 
shall predecease me, and the TRUSTEES 
shall transfer, convey, deliver and pay over 
the property and assets then constituting 
the same to his then living blood descen- 
dants, if any, per stirpes, but should the 
said A die before attaining the age oi 
forty years or predecease me leaving no 
such blood descendant so surviving, his 
share both as to principal and undistributed 
income shall be held, managed and distribu- 
ted in all respects both as to income and 
principal for the benefit of B, as herein set 
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out respecting his share in and to the Trust 
Estate. 


Funeral, etc. expenses of A to be paid by 
trustees No. K 80 


Upon the death of A said TRUSTEES 
shall pay the expenses of the last illness of 
A, if any, and reasonable expenses of his 
funeral, and the remainder of said trust 
property after making all proper deduc- 
tions, including TRUSTEE’S commissions, 
shall be paid over to B. 


Note: It is frequently advisable to make 
provisions for the payment of expenses of 
last illness and funeral expenses of a life 
tenant of income. See No. I 61. 
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Release of Estate Tax Lien 


The New York State Tax Commission has 
issued new rules with respect to the release 
of liens imposed on real property under Arti- 
cles 10 and 10-C of the Tax Law. The rules 
are set forth in the May 7th issue of the 
New York Law Journal. 
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Check and Balance Method for Adapting Trust Securities 
to Current Conditions 


HARRY G. BRUNS 
Trust Officer, Industrial Trust Company, Providence, R. I. 


T is generally recognized that a man 
| cannot serve two masters—unless 
that man happens to be a trustee. In 
which case, he not only has to serve two 
masters — the income beneficiary and 
the remainderman—but is expected to 
do justice by both. Even the wisdom 
of a Solomon would be taxed by such a 
task, yet the average guardian of trust 
funds is confronted with this problem 
daily. The question in the minds of 
most trustees today is “How can I ob- 
tain for the life tenant a reasonably 
adequate and steady income, and at the 
same time maintain the principal of the 
trust at levels close to those now pre- 
vailing?” The problem is not unlike 
“How can I have my cake and eat it?” 


Omitting from consideration, for the mo- 
ment, the matter of the purchasing power of 
the trust principal now and at the time of 
distribution, the trustee’s obligation to the 
remainderman can be best satisfied by de- 
positing the trust funds in guaranteed sav- 
ings accounts, or by buying and holding 
United States Government bonds. The ex- 
tent to which the trustee departs from such 
ultra conservative practice to include in the 
trust portfolio corporation bonds and stocks 
for the purpose of obtaining a higher in- 
come, represents the measure of his efforts 
to satisfy his obligation to the income bene- 
ficiary. 


How far the trustee shall go from one 
‘xtreme to the other will depend not only 
ipon the particular requirements of each 
rust, but also upon the latitude which the 
rustee enjoys in the matter of the selection 
f investments for such trusts. The im- 
ortant point for the trustee to bear in 
nind is that he should at all times know 
he degree of risk—from all factors—to 
vhich he is subjecting each trust under 
is control. 


Classification by Bonds, Preferred and 
Common Stocks Has Become 
Obsolete 


HE usual method of determining the in- 

vestment status of a particular port- 
folio—by segregating the assets among 
bonds, preferred stocks and common stocks 
—no longer serves as a measure of risk. 
The events of the past two decades give 
adequate proof of the shortcomings of such 
a classification. Bonds and preferred stocks 
of certain corporations represent greater 
risks—as to both income and principal— 
than the common stocks of other corpor- 
ations. 

There are two basic risk elements to 
which all investments are constantly being 
subjected—(1) changes in money rates and 
(2) changes in economic conditions. Some 
investments are subjected to a combination 
of both risks. There is no complete pro- 
tection against either risk. By adequately 
diversifying the trust investments as be- 
tween the two major risks and shifting 
the balance of the portfolio into one classi- 
fication or the other, as conditions dictate, 
the adverse effects of any major change in 
either risk classification might be held to a 
minimum. 


Four Classes of Risk 


HE use of four groupings or classifica- 

tions to cover each security held in a 
portfolio should enable the trustee to have 
a reasonable picture of the diversification of 
risk at any particular time. The first group, 
“Liquidity Issues,” would include cash and 
securities readily convertible into cash, such 
as savings bank deposits, short term gov- 
ernments and highest grade short-term cor- 
poration bonds. Whether the limitation on 
maturity for this group would be three 
years, five years, or longer, would depend 
largely upon the trustee’s determination as 
to how long short-term money rates are 
likely to continue relatively unchanged. 
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Issues included in Group I could be ex- 
pected to be (1) practically certain as to 
the payment of interest and of principal at 
maturity, and (2) relatively free of any 
wide price fluctuations, caused by changes 
either in long term money rates or in 
economic conditions. The percentage of 
total funds retained in this group would 
depend not only upon the necessity for main- 
taining cash for partial termination of the 
trust in the near future, but also upon the 
percentage of trust funds held in securities 
of companies dependent upon good business 
conditions for the continuation of satisfac- 
tory earnings and dividends. Except in 
unusual cases, the funds in Group I issues 
need not exceed 5% of the total. 


The second classification group would in- 
clude all fixed income securities where con- 
tinuation of interest and dividend payments 
(on preferred stocks) appears certain, even 
under unfavorable economic conditions, but 
where market prices are likely to fluctuate 
in relation to changes in money rates. Long 
term bonds of high quality, and highest 
grade preferred stocks would enjoy repre- 
sentation in Group II. Periodic analysis to 
determine whether an issue continued to 
merit the rating of this group would be 
necessary, but so long as the record was 
maintained, the primary consideration on 
the part of the trustee would be centered 
on the prospects of long term money rates. 


During periods immediately preceding a 
downward trend in the business cycle, funds 
transferred from equities and variable value 
issues in Groups III and IV, would be 
placed in Group II investments, and the 
emphasis on this section of the portfolio 
would be on minimum percentages—in con- 
trast to maximum limitations in Group III 
and IV issues. 
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Stable Income, Fluctuating Market Value 


NDER present circumstances, many 

trustees will find their trust portfolios 
showing increasing amounts (both units 
and dollar value) of Group III issues. This 
group might be called “Variable Value-In- 
come Issues,” and would include all securi- 
ties—bonds, preferred stocks and common 
stocks—where interest and dividend pay- 
ments appear to be reasonably certain even 
during periods of unsatisfactory business 
conditions, but where market prices are 
likely to fluctuate, to considerable degree, 
as economic conditions change. Past per- 
formance—in earnings, dividend record, and 
price fluctuation—would carry considerable 
weight in determining the eligibility of 
specific issues. Continuous review of each 
situation will be necessary to justify reten- 
tion. 

Under certain circumstances, some fixed 
income securities in Group III—such as 
bonds or preferred stocks—might merit con- 
sideration as a Group II issue due to 
steadily improving financial position, or an 
increased stability in earnings and interest 
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or dividend payments. Other issues might, 
with changing conditions, require a lower 
or Group IV classification. Emphasis would 
center around long term or secular changes 
affecting the particular industry and the 
relative position of that company in such 
industry. Moderate changes in the busi- 
ness outlook would not call for, under most 
circumstances, any direct action regarding 
the securities in this group. 


Group IV securities might be classified 
as “Variable Value-Growth Issues,” and 
would include bonds, preferred and common 
stocks where interest and dividend pay- 
ments were reasonably certain only so long 
as economic conditions continued favorable. 
Bonds classified in Group IV would include 
all issues which did not justify ratings in 
the first three classes and might very well 
represent issues intended for disposal at a 
more favorable price level, after the eco- 
nomic cycle had reached a point justifying 
such a price advance. The preferred stocks 
and common stocks would include all those 
issues which are intended to be reduced in 
amount or disposed of entirely as business 
conditions or prices dictate. The principal 
concern of the trustee would be confined to 
the changes in values and in dividends 
brought about by the shorter swings of the 
business cycle, namely, the cyclical changes. 


More Control Over Portfolio 


FTER the securities have been so classi- 
fied, the trustee could determine the 
various percentages of funds which it con- 
sidered desirable in each group under cer- 
tain conditions. This percentage could be 
varied either to meet the particular require- 
ments of each trust, or to take advantage 
of changes in prices since the last review. 
Trust accounts having a percentage of funds 
in Group IV and Group III securities in 
excess of what is considered reasonable at 
the time, might be reviewed at more fre- 
quent intervals, while accounts meeting the 
standards determined by the Trust Com- 
mittee could be reviewed at fewer intervals, 
perhaps only once a year. 


This procedure would not only afford bet- 
ter opportunity to appraise the current risk 
status of each trust account, but would also 
place with the Trust Investment Committee 
a greater responsibilty for study and ap- 
praisal of the statistical and factual data 
presented to it, on each industry and each 
security, in order to determine the proper 
classification. The principal point of differ- 
ence of opinion would probably develop in 
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the case of Group III and IV securities, 
where a study of the record of past per- 
formance, combined with a current ap- 
praisal of the near, intermediate and long 
term outlook for the industry and company, 
would determine the group classification. 


Economic Changes Affect Suitability 


T would not be possible for the Trust 

Committee to generalize upon the merits 
of any particular security by merely in- 
dicating it as a satisfactory investment for 
trust funds. The Committee would have 
to decide how good the particular security 
is, in relation to other securities, and how 
desirable it is to retain such security under 
existing conditions. For example, the com- 
mon stock of General Electric is generally 
regarded by trustees as a stock suitable 
for inclusion in a well diversified portfolio. 
The record of earnings and dividends of the 
company, however, clearly indicates its de- 
pendence upon satisfactory economic con- 
ditions to maintain earnings and pay divi- 
dends sufficient to justify the inclusion of 
any common stock in a trust portfolio. The 
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ACCOUNT: — John Doe Trust U/Indenture for Mary Smith 


Review Date: — March 5, 1946 








Value Yield % % of 
Group Book Market Income mY Market Market Income 
I 2,698 2,705 62 2.30 2.28 3.6 2.5 
II 30,049 30,603 787 2.58 2.53 40.5 30.8 
III 21,692 30,453 1,323 6.10 4.35 40.4 52.4 
IV 6,996 11,523 357 5.08 3.08 15.5 14.3 
61,435 75,284 2,529 4.10 3.36 100.0 100.0 
Previous 
Review 61,275 73,018 2,507 4.09 3.43 100.0 100.0 
9/15/46 
Industry Total % I % II % III % IV % 
Cash 683 0.9 683 0.9 
U. S. Govt. 24,714 32.7 2,022 2.7 22,692 30.0 
Pub. Utilities 22,814 30.3 7511 10.0 15,308 20.3 
Industrials 26,673 35.6 15,150 20.1 11,523 15.5 
Mtge. 400 0.5 400 0.5 
75,284 100.0 2,705 3.6 30,603 405 30,453 40.4 11,523 15.5 
Previous Review | 
9/15/46 ...73,018 100.0 2,639 3.8 30,470 41.6 29,733 40.7 10,176 13.9 
Orig. Inventory 
3/11/41 - 59,410 100.0 6,535 11.0 27,311 45.8 23,649 40.0 1,915 3. 





wide fluctuation in both earnings and divi- 
dends of General Electric during the de- 
pression years is ample reason for includ- 
ing that company’s common stock in Group 
IV. The same, to an even greater degree, 
is true of stocks like Chrysler and General 
Motors in the automobile industry and 
Sears, Roebuck and Montgomery Ward in 
the retail trade group. 


After study and classification of secur- 
ities held in a trust portfolio, a summary 
showing the diversification of investment 
risks, according to groups and according 
to industries, would enable the Trust Com- 
mittee readily to determine the status of 
each account. This would also consider- 
ably assist the investment officer in carry- 
ing out Trust Committee policies. The pro- 
cedure should, if properly applied, prevent 
the retention of certain securities after 
prices had gone well beyond reasonable 
values. A form of summary is presented 
above. 


The percentage of total trust investments 
which might be considered desirable at any 
particular time will, of course, depend upon 
the studies and conclusions of the Trust 
Committee regarding business conditions 
in general, and the prospects for specific 
industries. A number of trust companies 





consulted in connection with the classifica- 
tion outlined above, have suggested the 
following composite diversification : 


Estimated 


“% of Total Funds—at Market Average 


Group Maximum Minimum at Present Yield—3/1/46 

I 5 0 0 

II 65 30 50 2.86% | 
Il 35 15 25 3.95% 
IV 30 0 25 3.68% 





Est. Aver. Return on Market Value 

—invested as “at Present” above: 3.34% 

No consideration has been given to the 
necessity for trustees to invest part of 
the trust assets in order to maintain for 
the income beneficiary, the purchasing pow- 
er of the dollar.* Should the trustee con- 
sider this his duty, moral if not legal, a 
new classification, Group V, might be used | 
for such securities. 


Ge Headley, 


*See paper by Louis S. Feb. 


Trusts and Estates, p. 207. 





O 


“You and Your Bank” is the title of a re- 
cently published employees’ manual containing 
a brief history of California Bank and its 
affiliate, California Trust Company, Los An- 
geles. It describes the functions of the various 
departments, and outlines the policies govern- 
ing the bank’s relationships with its customers 
and with its employees. 





PRACTICE AND PROCEDURE BEFORE FEDERAL AGENCIES 


@ Quickened by the war, the demands upon government to perform 
more and more services for the protection and well-being of its citizens 
have multiplied almost unbelievably. The result has been a bewildering 
growth in the number, the variety, and in the dealings and fields of 
activity of federal bureaus, offices, and agencies. 


And with this growth in administrative agencies, the complexities of 
administrative procedures have kept pace- So, if you are concerned with 
government contracts—or wage disputes . - - if you have questions 
involving inter-state operations—or price fixing or federal financing - - - 
and you must know what agencies to contact and how to go about 
contacting them successfully - - - 


if you are like most of us--- in the dark largely about governmental 
departments, bureaus, commissions, and the scores of federal agencies 
whose operations and very names have seemed to change almost over 


night ..- - 


_.. then this new improved and streamlined CCH reporter—Federal 
Administrative Procedure—especially designed to keep you in constant, 
continuing touch with the what and why and how-to-do-it of practice 
and procedure—of practically every governmental department, office, 
bureau, agency, oF activity of importance, will be of special interest 
to you! 
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VISUAL TAX PLANNING 


Graphs Show Tax Consequences of Gifts and Trusts 


OTTO O. MARQUARDT, Esq. 
Lees and Bunge, La Crosse, Wisconsin 


F a long and detailed discussion be had 

with a client as to the effects of taxes, 
how gifts in various amounts may be used 
to minimize them and what the ramifica- 
tions are of possible changes in the client’s 
current circumstances, the individual in- 
volved usually develops a sense of bewilder- 
ment. In his perplexity he may even decide 
that the entire project is too complex and 
uncertain and should be abandoned. 

To meet this situation the writer has at- 
tempted to reduce the tax considerations 
to tables and graphs by means of which he 
may demonstrate the effects of tax savings 
in relatively simple and readily understand- 
able form. In this manner, much discus- 
sion may be eliminated. Further, the net 
results may be shown to the individual at 
once with substantial accuracy. The bene- 
fits thus exhibited often give him sufficient 
sustained interest to endure the detail and 
involved considerations that necessarily 
follow. The practitioner’s labors are like- 
wise materially reduced, chances for error 
—which are ever present when a multi- 
plicity of computations is necessary—are 
forestalled and cost to the client of the 
service performed is cut down. 

Such tables and graphs provide flexibility 
as well, for if the client wishes to know 
what the tax effects might be upon a new 
set of facts the information desired may 
frequently be furnished while the client is 
present. The individual obtains a better 
grasp of the entire picture and may deter- 
mine that a course not previously occurring 
to him better meets his needs than his orig- 
inal plan. 


Four Objectives 


OUR principal considerations are of 
concern to an individual desiring to 
plan an effectual disposition of his estate: 


(1) Savings in income taxes. 

(2) Savings in estate taxes which may be 
accomplished by gifts. 

(3) Avoidance of successive estate taxes. 

(4) Size and liquidity of the estate neces- 
sary to permit specific property to be real- 
ized in kind by the beneficiaries. 


I. Savings in Income Taxes. At 1946 
rates, over 50% of every dollar of income 
beyond $18,000 goes for taxes, and over 
75% beyond $70,000 is so taken. Obviously 
then, if the taxpayer so distributes his in- 
come producing property among members 
of his family as to utilize the lower brack- 
ets more than once, savings to the family 
must result. 


Table I-A sets forth the rates applying 
during 1946. The normal tax rate of 3% 
has been added to the surtax rates and the 
5% reduction taken from this sum. Assum- 
ing that all income is subject to both nor- 
mal and surtax and that credits and deduc- 
tions are equally available as to both, this 
basis is adequate for demonstration pur- 
poses. Graph I, top line, shows what the 
income tax liability is on this basis up to 
$200,000 of income. 





TABLE I-A 


Combined normal and surtax, less 54 — 
1946 Rates 


Income Tax 


0- 2,000 
2,000- 4,000 
4,000- 6,000 
6,000- 8,000 
8,000- 10,000 
10,000- 12,000 
12,000- 14,000 
14,000- 16,000 
16,000- 18,000 
18,000- 20,000 

20,000- 22,000 
22,000- 26,000 
26,000- 32,000 
32,000- 38,000 
38,000- 44,000 
44,000- 50,000 
50,000- 60,000 
60,000- 70,000 
70,000- 80,000 
80,000- 90,000 
90,000-100,000 
100,000-150,000 
150,000-200,000 

Over 200,000 


380 plus 
798 plus 
1,292 plus 
1,862 plus 
2,508 plus 
3,230 plus 
4,047 plus 
4,940 plus 
5,890 plus 
6,897 plus 
7,961 plus 
10,203 plus 
13,737 plus 
17,442 plus 
21,375 plus 
25,479 plus 
32,604 plus 
40,014 plus 
47,709 plus 
55,689 plus 
63,954 plus 
106,229 plus 
148,979 plus 


PP AAS rrp 





Income Tax Savings from Gift 


HE procedure to ascertain 

to what extent a gift will 
effect income tax savings is as 
follows: 


A. Deduct from the antici- 
pated income of the individual 
that portion which is attribut- 
able to personal services and to 
property which the individual 
wishes to retain. The balance 
then represents income arising 
from property which the client 
feels free to give to other mem- 
bers of his family or to a trust 
for their benefit. 


B. From the table, or Graph 


TAXES - Apo 000 + 


GRAPH I 


INCOME -Aoo coo 


100 120 140 





I, ascertain the income tax pay- 
able by the individual both before the con- 
templated gift and after. 


C. Next, determine what aggregate 
taxes the trustees or beneficiaries will need 
to pay upon the income from the property 





so assigned and add to the client’s prospec- 
tive income tax liability. 


Such total of taxes payable after the gift, 
subtracted from the tax before the gift, 
represents the saving which may be an- 
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TABLE 1-B 


Showing taxes on income to $200,000 and aggregate on four incomes of one-fourth each 
at 1946 rates (money figures in thousands) 
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% increase 


Before Gift After Gift Increase in in family 
Net Family Family family income after 
Income Tax Income Tax Income income taxes 
$200 $149 $ 51 $102 $ 98 $ 47 92 
180 132 48 88.2 91.8 43.8 91.2 
160 115 45 75 85 40 89 
140 97.8 42.2 62.4 77.6 35.4 83.9 
120 80.9 39.1 50.2 69.8 30.7 78.6 
100 64 36 38.6 61.4 25.4 70.6 
80 47.7 32.3 27.6 52.4 20.1 62.2 
60 32.6 27.4 18 42 14.8 53.3 
40 18.8 21.2 10 30 8.8 41.5 
30 12.56 17.44 6.88 23.12 5.68 32.5 
20 6.9 13.1 4.2 15.8 2.7 20.6 
10 2.5 7.5 1.9 8.1 6 











ticipated. There is set out, in Table I-B 
net family income (after taxes) before and 
after such division by the individual of his 
estate so that after the gift he and three 
members of his family each have identical 
incomes equal to one-fourth of the original 
income. The last column sets forth the 
percentage increase in such net family in- 
come. 


Finding the Greatest Advantage 


RAPH I is plotted by use of the fig- 

ures supplied in Table I-B. The up- 
per line shows the amount of tax payable 
by the individual on income (less exemp- 
tions and deductions) up to $200,000. The 
lower line shows the aggregate tax four 
taxpayers each with one-fourth of the in- 
come would need to pay. The space between 














the lines represents savings in taxes, as- 
suming that non-income producing property 
is used to pay gift taxes. 


A refinement would be necessary in Table 
I-B and Graph I if part of the income pro- 
ducing property were to be liquidated and 
used to pay gift tax upon the transfers. 
If it were arbitrarily assumed that all of 
the property transferred produced an equal 
percentage of net income it would mean 
that the donor disposed of 75% of his es- 
tate in the example above. Again, assum- 
ing arbitrarily that income were to be cap- 
italized at 4%, Table I-C shows the situa- 
tion as to income on the balance of the 
original estate after payment of gift tax, 
aggregate taxes and net family income 
after the gift compared to that before the 
gift. 
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TABLE I-C 


Change in family income: assuming 
Gift tax is paid from income producing property. 
All property produced 4% income and is so capitalized. 
75% of property is so given that after gift donor and 3 donees have identical 


incomes. 


(Money figures in thousands) 


After Gift 
Income before Income 
gift Income* taxes 
$200 $109.4 43.6 
180 91.8 34 
160 82 28.7 
140 73 24.1 
120 63.8 19.7 
100 54.2 15.4 
80 44.4 11.6 
60 33.6 8 
40 23.2 5 
20 12 2.36 
10 6.34 LZ 


Net Family 
Net Family Income before % Increase 
Income gift (Decrease) 
$ 65.8 : 29 
57.8 20.4 
53.3 18.4 
48.9 
44.1 
38.8 
32.8 
25.6 
18.2 
9.64 
5.14 


*on balance of estate after payment of gift taxes. 





It is to be noted that net family income 
after taxes falls below that before the gift 
on incomes less than $80,000 if it is neces- 
sary to use a part of the income producing 
property to pay gift taxes. If property 
which does not prceduce substantial income 
be liquidated to pay gift taxes and if prop- 
erty be given which has an established 
value low in proportion to income produced 
(thereby reducing the amount of gift tax 
to be paid) the client secures the greatest 
advantage. 


The computation in any particular case 
will indicate at what point below the up- 
per line in Graph I aggregate income taxes 
after gift will fall and will indicate the sav- 
ing involved. 

The savings which may accrue in income 
taxes may be sufficient to warrant the mak- 
ing of a gift or creation of an inter vivos 
trust even though there be danger that such 
gift be held in contemplation of death. 
Paradoxically in fact, if a trust or gift be 
made to save income taxes it may be held 
that the gift was not in contemplation of 
death; whereas if it be made for the sole 
purpose of saving estate taxes it may be 
held in contemplation of death. 


How Much to Give? 


II. Savings in Estate Taxes. Assum- 
ing that a transfer be made for one of the 
reasons recognized as being independent of 





contemplation of death, substantial sav- 
ings in estate taxes are available. First 
there are the $30,000 general exemption 
and the $3,000 annual exclusions (the latter 
being unavailable to gifts of future inter- 
ests). In addition, the rates on transfers 
by way of gift are less than those applied 
to estates assuming, of course, that the 
donor retains property worth at least $60,- 
000 exempt from estate taxes. With these 
factors must be coupled this: that the gift 
tax is paid on the portion of the property 
transferred and is not subject to tax. In 
other words, the gross estate of the dece- 
dent is all subject to estate tax, even that 
part used for payment of estate tax. In the 





Trust Tax Man Available 


Job satisfactorily completed. Ready for new 
assignment! Four years in charge of income 
tax work for trust department of iarge bank; 
planning and supervising work of tax section 
in close cooperation with trust administra- 
tion; preparing personal returns te satisfac- 
tion of customers; training new employees in 
tax work; scheduling operations to reduce 
overtime in rush period. Position relinquished 
to returning veteran. Services now available. 
Excellent reference. Address Box SG, Trusts 
and Estates, 50 East 42nd St., New York 17. 
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TABLE II-A 


Showing original estate, amount which should be given to realize minimum com- 
bined gift and estate taxes and amounts of respective taxes — (Figures in thousands) 


Balance of Estate Tax Total Gift & 
Estate Gift Gift Tax Estate on Balance Est. Taxes 


$120 $ 50 $ 1.2 $ 68.8 $ 05 $ 1.7 
150 70 3.6 76.4  % 4.6 
180 80 5.2 94.75 3.8 9 
210 100 9.23 100.77 5 14.23 
240 130 15.5 94.5 19.25 
270 160 22.1 87.9 2.8 24.9 
300 190 29.1 80.9 1.5 30.6 
330 200 31.5 98.5 3 36.3 
600 430 85 85 2.2 87.7 
900 660 140 100 145 

1200 890 205 105 j 211 

1500 1110 264 126 265 

1800 1330 334 136 3. 347.7 

2100 1570 407 123 417 

2700 2010 560 130 2. 582.1 

3300 2460 722 118 731 

5000 3530 1170 300 2. 1233 

10000 6713 2727 560 2854 
20000 12939 6261 800 6500 
33000 21140 11060 800 


TABLE II-B 


Showing percentage of estate to be given to realize minimum combined rates, and 
such minimum rates compared to rate of estate tax if all retained. 


% of Estate % Est.Tax Minimum % 
Estate paid out in pd. if all pd. gift & 
(add ,000) “% given gift taxes retained Est. 
$ 120 1 8 1.41 
150 ot 2.4 11.8 
180 y 2.9 15 
210 ; 4.4 16.2 
240 54.5 6.5 18.5 
270 9.5 8.2 19.9 
300 3.8 9.7 20.83 
330 y 9.55 21.75 
600 i 14.2 30 
900 3. 15.55 31.6 
1,200 . 17.1 33.8 
1,500 : 17.6 35 
1,800 18.55 36.8 
2,100 A 19.4 38.18 
2,700 3 20.78 40.8 
3,300 J 21.9 43.4 
5,000 . 23.4 49.4 
10,000 é 21.38 60.9 
20,000 31.3 68.9 
33,000 33.5 72.1 
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case of the gift, however, only the amount 
given is taxed and the portion which goes 
for gift taxes is removed from the donor’s 
estate. 


We endeavor in Tables II-A and II-B to 
set forth the portion of any given estate 
which should be transferred by way of gift 
or creation of an inter vivos trust in order 
to realize the lowest combined gift and es- 
tate taxes. These lowest combined taxes 
are plotted on Graphs II-A, II-B and II-C 
ranging respectively from $30,000 to $330,- 
000 (gross* estate), $300,000 to $3,000,000 
(net* estate), and $3,000,000 to $33,000,- 
000 (net* estate). The percentage of es- 
tate tax saved approximates or exceeds 
50% irrespective of the size of the original 
estate if the per cent of the original estate 
indicated in the tables be given. 


Determining Net Gift 


OMETIMES it is not feasible for an 

individual to divest himself of the bulk 
of his estate during his lifetime, or he may 
desire to retain under his control more of 
the property which he has accumulated 
than he should give to realize the maximum 
tax advantage. He will then require in- 
formation as to possible savings should he 
dispose of a specified sum. He will also 
need to know how much of what he feels 
free to give will be applied toward payment 
of gift taxes. 


The method whereby the adviser may de- 
termine what the beneficiaries of the gift 
will realize and what part will need to be 
used to discharge gift tax liability is as 


*By “gross” estate is meant estate before 
deduction of exemption and by “net” estate, 
estate after deducting exemption. 
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follows: Refer to Table II-C, find that fig- 
ure in column 1 which when added to the 
opposite figure in column 3 is less than 
but most nearly approaches the amount 
which the individual wishes to give. Sub- 
tract this sum from the amount of contem- 
plated gift. Call this difference D. Let X 
equal the portion of this difference which 
will constitute the gift to the beneficiary. 
Now X plus the gift tax on X will equal D. 
The gift tax on X is computed at the rate 
found opposite the line in column 1 from 
which the first two figures are obtained. 


An example can best indicate application 
of the equation. Suppose the individual de- 
sires to give $5,000,000. Note from the 
table that $3,500,000 (gift) plus $1,157,400 
(tax) is less than but most nearly ap- 
proaches $5,000,000. The difference (D in 
the equation) is $5,000,000 less the sum of 
$3,500,000 plus $1,157,400 or $342,600. The 
rate of tax found in column 4 opposite 
$3,500,000 is 44.25%. Substituting these 
figures and percentages in our equation we 
have: 
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X plus .4425X equals $342,600. 
1.4425X equals $342,600. 
X equals $342,600 


1.4425 
X equals $237,500 (a slide rule cal- 
culation). 


Accordingly, the amount realized by the 
beneficiaries will be $3,500,000 plus $237,500 
or $3,737,500, the gift tax whereon is 
$1.157,400 plus D minus X ($105,100), or 
$1,262,500. 


Subtracting the amount of the gift plus 
the gift tax from the original estate it will 
be readily possible to advise the donor what 
the estate tax will be on the portion retain- 
ed as well as what the estate tax would 
have been had the gift not been made at all. 
This will demonstrate to him what the tax 
saving is. Graphs II: A, B and C may be 
used to ascertain with substantial accuracy 
what the estate taxes are both on the re- 
tained portion and on the estate were no 
gift effected. 


Reducing Successive Taxes 


III. Where an individual feels that his 
immediate beneficiary or beneficiaries will 
not require the entire principal of his es- 
tate it is feasible to vest in them but a 
life use of the property, with remainders 
over. If such disposition be coupled with 
a power of appointment vested in a corpor- 
ate trustee to use such portion of principal 
as may be deemed necessary to meet needs 
and emergencies, the beneficiaries will real- 
ize financial benefits from the estate com- 
parable to that realized from outright own- 
ership. The code likewise would permit of 
a provision where one not a beneficiary 
could designate who among a spouse, de- 
scendants or spouse of descendants of the 
original owner should take without subject- 
ing the portion of the estate of which the 
immediate beneficiaries have the life use to 
an estate tax on death. Considerable flex- 
ibility is thereby provided in event the per- 
son planning his estate be uncertain whether 
he wishes an equal division among his issue. 


In view of such flexibility the individual 
will frequently wish to provide for life in- 
terests in the immediate beneficiaries of as 
much of the estate as possible to avoid suc- 
cessive estate taxes. Table III sets out the 
savings in successive estate taxes that can 
be anticipated through such procedure. 





TABLE II-C 


(Money figures in thousands) 
(1) (2) (3) (5) 
On Excess 

From Tax equals plus ( Over 

x 0 
5 112.50 

10 : 375 
20 1,200 
30 2,250 
40 50 3,600 
50 60 5,250 
60 100 7,125 
100 250 15,525 
250 500 49,275 
500 750 109,275 
750 1,000 174,900 
1,000 1,250 244,275 
1,250 1,500 317,400 
1,500 2,000 396,150 
2,000 2,500 564,900 
2,500 3,000 748,650 
3,000 3,500 947,400 
3,500 4,000 1,157,400 
4,000 5,000 1,378,650 
5,000 6,000 1,851,150 
6,000 7,000 2,353,650 
7,000 8,000 2,878,650 
8,000 10,000 3,426,150 
10,000 4,566,150 


o 
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TABLE III 
(Money — Figures in thousands; figures in parentheses are percentages) 


Amounts realized by beneficiaries 
after estate tax on: 
2d Estate 


177.3(59.1) 


‘1st Estate 


$ 237.3(79.1) $ 
420 (70) 
612 (68) 
979 (65.9) 
1,295 (61.7) 
1,600 (59.4) 
1,870 (56.7) 
3,000 (50) 
4,380 (36.4) 
5,750 (32) 
7,200 (30) 
9,300 (28.2) 


Net Estate 


$ 300 
600 
900 

1,500 
2,100 
2,700 
3,300 
6,000 
12,600 
18,000 
24,000 
33,000 


300 
428 
661 
855 
1,035 
1,179 
1,740 
2,280 
2,750 
3,300 
3,750 





As indicated by Table III a shrinkage of 
more than 75% of the original estate occurs 
if such original estate be in excess of 
$3,000,000 after three successive estate 
taxes have been paid. On the other hand, 
if the maximum amount of the original 
estate be transferred to a trust wherein the 
first two takers have but life interests, 
only 25% or less is taken for taxes if the 
original estate is $6,000,000 or less. 


Liquidity 


IV. The client will on occasion need to 
be advised as to what portion of his estate 
must be kept liquid to permit a specified 
security, such as stock in a family corpor- 
ation or specific real estate, to pass to the 
beneficiaries. Table III and Graph III can 
be used to show what the gross estate will 
need to be to pay the tax and have the 
property left. 





GRAPH II 


REALIZED AFTER TAXES 
(A00 000,000) 


ESTATE (Ave c00,000) 
16 20 2 2 


Amount realized 
if gift made of 
maximum amt. 
shown in 
Table II-A 

269.4(90) 

512.3(85.4) 

755 (83.9) 
1,235 (82.5) 
1,683 (80.3) 
2,118 (78.4) 
2,570 (77.8) 
4,500 (75) 
8,550 (71.3) 

12,300 (67.3) 
16,050 (67) 

21,700 (65.8) 


3d Estate 


$ 131.3(43.8) $ 
218.3(36.4) 
307 (34.1) 
459 (30.6) 
585 (27.9) 
694 (25.7) 
789 (23.9) 
1,155 (19.3) 
1,390 (11.6) 
1,630 (9.05) 
1,870 (7.8) 
2,050 (6.2) 


(50) 
(47.5) 
(44.1) 
(40.75) 
(38.4) 
(35.8) 
(29) 
(19) 
(15.3) 
(13.8) 
(11.3) 





Thus, if it be assumed that the stock will 
be of the value of $3,000,000 at death the 
table shows that $3,000,000 in other liquid 
property will need to be on hand to pay taxes 
to permit the beneficiaries to realize such 
stock. The amount to be realized by the 
beneficiary after tax on the first estate be- 
ing known, Graph III will show the amount 
of original estate needed to permit such 
amount to be realized. 

Another application of the tables and 
graphs is to ascertain what the net cost of 
a gift to a charity may be. By gift to a 
charity the donor will remove the amount 
of the gift from the top brackets and only 
the amount which the beneficiaries would 
have realized had the gift not been made 
will be taken from them. 

* *% * 


The difficulty with any table is that there 
are gaps between the various sets of figures, 
necessitating tedious computations to sup- 
ply approximation of tax savings on various 
assumptions. The graphs, however, pro- 
vide continuity and adequate approxima- 
tions of such savings quite effortlessly. 

The client is theoretically free to choose 
among several methods of disposition when 
making plans for his beneficiaries. It has 
been said, however, that there is no free- 
dom of choice without knowledge of all fac- 
tors, for without such knowledge, any choice 
must be illusory. Imparting to the client 
the knowledge of tax effects will prevent his 
choice of plan from being illusory, for he at 
least will know what its adoption will cost 
(or save) his estate and eventual bene- 
ficiaries. 





A CO-OPERATIVE MOVEMENT IN ESTATE 
ANALYSIS 


Estate Analysts Association Proves Effective 


CHARLES PATCH, JR. 
Trust Officer, The Nationa] City Bank of Cleveland 


HE history of Life Underwriter-Trust 

Officer relations has not always been 
good. I think the trouble has been a gen- 
erally selfish attitude on both sides rather 
than the few competitive situations that 
have developed. Trustmen have expected 
the life underwriters to get trust business 
for them, while the life underwriters have 
expected trustmen to furnish hot leads for 
the sale of insurance. Both were usually 
disappointed. 

There is, however, a basis for construc- 
tive co-operation. If thorough and system- 
atic Estate Analysis will show most pros- 
pects the need for trust service and the 
need for life insurance, we have something 
to work with to our mutual, practical ad- 
vantage. Present results are proving this 
through the recent organization of the 
Cleveland Association of Estate Analysts. 
About $2,000,000 of life insurance and 
$3,000,000 of trust business have been se- 
cured, with substantially larger sums in im- 
mediate prospect. 


About a year ago, one of the large in- 
surance agencies here started a class in Es- 
state Analysis, using Heman T. Powers’ 
manual and methods. Mr. Powers taught 
the class and several trust men were invited 
to participate. It is interesting to note 
that the original impetus came from the 
insurance men. Later, another agency con- 
ducted a class for their people. A bank 
put on a class for individual agents from 
different companies. They expected to have 
six or eight come in, but ended up with 
eighteen, one of whom commuted from 
Chicago. 


Qualifications for Membership 


HE insurance and trust men who took 
this work set up an informal organ- 
ization for the purpose of establishing a 
permanent local association of estate an- 
alysts. They felt continued study and prac- 
tice would be helpful and certain standards 


Group of Cleveland underwriters and trustmen during seminar conducted by Heman T. Powers 
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of proficiency should be required and main- 
tained. Those wishing to join the asso- 
ciation, including those in the three orig- 
inal groups, were required to meet the fol- 
lowing qualifications for membership: 


1. Applicant must be engaged in the life 
insurance or trust business and have 
had two years’ experience in this work. 


. All applicants shall be endorsed by 
the applicant’s General Agent, Man- 
ager or Senior Trust Officer. (This re- 
quirement may be waived by the Ex- 
ecutive Committee.) 

. All applications must be approved by 
the Executive Committee and by 75 
per cent of the then active member- 
ship. 

. Applicant must pass written and/or 
oral examinations as may be prescribed 
by Heman T. Powers and approved 
by Cleveland’s three corporate fidu- 
ciaries. (Future examinations will be 
prescribed by the Executive Commit- 
tee of the Association, rather than by 
Mr. Powers, but the corporate fiduci- 
aries will be consulted as in the orig- 
inal instance. ) 
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amination. It involved two six-hour 
sessions and was definitely thorough. These 
men then set up the following organization 
for the ensuing year. 


President, Walter 
ment Plans, Inc.; 

Secretary-Treasurer, Charles Patch, 
Jr., The National City Bank of Cleve- 
land; 


7 TY-TWO men passed the first ex- 


Schaedel, Retire- 


Executive Committee: Fritz  L. 
Schweitzer, Mutual Benefit Life; Charles 
G. Rodgers, Central National Bank; Groff 
L. Woodward. New England Mutual Life; 
Kenneth L. Black, Fidelity Mutual Life. 


Meetings are scheduled each month and 
already inquiries are being received about 
the next qualifying “round.” It will prob- 
ably come in June. Similar courses in 
Estate Analysis are being conducted in 
New York, Cincinnati, Detroit, Pittsburgh, 
Buffalo and other cities. It is expected 
that other local associations will develop 
from these and an informal national or- 
ganization is projected for the exchange 
of ideas and experiences between asso- 
ciations. 
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FFECTIVE utilization of the contacts 

of the commercial banking officer in 
the development of trust business is one 
problem that is constant in any institution 
combining trust and commercial depart- 
ments. There has been criticism, oral and 
written, that commercial staffs often have 
not been particularly cooperative in aiding 
the development of the trust business. If 
this be true, it is my opinion that the fault 
does not lie with the commercial officer of 
that institution, but rather with the trust 
department. 

We, as trust officers, must bear in mind 
that the problem of interesting a commer- 
cial customer in trust service sometimes is 
apt to be regarded by officers as an incident 
in their everyday business life. They will 
make an attempt only in passing, as it were, 
because the trust department, by not resort- 
ing to frequent conferences and efforts at 
instruction, has failed to sell them on the 
idea. 


Preparing List and Contacts 


'; essence, our first task, and that of any 
institution beginning an estate planning 
department, was to establish a prospect list 
covering those persons who had previous 
connections, either directly or indirectly, 
with this bank. Banking customers giving 
indication of moderate or substantial means 
were included in this list. Because of 
limited personnel for solicitation, and be- 
cause personal solicitation, cost-wise, can 
be justified only if the ultimate return from 
the business secured is sufficient to warrant 
it, the commercial customers on our list 
were those who might have potential estates 
of $100,000 or more. The top executives. of 
companies doing business with our bank also 
were added to this list, and other names 
were derived from standard sources. 

Upon completion of this list all commer- 
cial officers of the bank attended a meeting 
at which the purpose of the estate planning 
department was explained. Illustrations of 
alternate plans of estate distribution were 
provided on blown-up charts, and a general 
review of trust services was given. 


BANKERS’ ROLE IN TRUST DEVELOPMENT 
How Commercial Staff Can Aid Trust Solicitors 


This article was prepared by a Trust Officer who wishes himself and 
the institution of which he writes to be unidentified —Editor’s Note. 
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Thereafter each officer was provided with 
the list of prospects and indicated his con- 
nection with a particular prospect, checking 
the manner in which he preferred to pro- 
vide a contact for the trust solicitor, i.e., by 
telephone, mail or personal introduction. 
This information was transferred to master 
cards which were used thereafter as the 
trust solicitor found the opportunity to 
work with the particular prospect. Banking 
officers are urged to keep supplying the trust 
department with additional names as op- 
portunity affords. 


Study Classes and Manual 


HIS meeting, in effect, was the opening 

class in the training of the commercial 
staff in trust matters. Single meetings of 
this type are far from adequate in keeping 
up a constant stimulation of interest by 
the commercial men in helping to develop 
new trust business. Regular training periods 
must ensue, first to keep the matter before 
the commercial officers and, second, to be 
assured that they have adequate informa- 
tion on how to initiate trust prospect con- 
tacts. 

The banking officer is told, or cautioned, 
that it is not his task to effect a trust sale. 
He is merely to stimulate sufficient pre- 
liminary interest so that he can set up an 
interview for the trust solicitor. 

Each commercial officer is provided with 
a trust manual. This shows, in chart form, 
various methods of developing estate plans 
and the consequent tax savings which can 
be effected. The design of the manual is 
simple. It is reviewed by a trust repre- 
sentative with each commercial man so 
that the latter not only is made familiar 
with the contents, but with the method of 
presentation to a customer. 


The above procedure will fail unless the 
commercial man is further interviewed, at 
regular interva!s, by the trustman, so that 
he is kept alert on the subject. We of the 
trust department must be the teachers and 
we must be constantly attentive to our task 
of instruction. Where this is done we have 
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found the commercial officer exceedingly 
receptive in every instance. 


The Approach 


ANKING prospects may respond to a 

type of influence that might aggravate 
the prospective trust customer and the same 
methods that he would use to secure a com- 
mercial account could be disastrous. As 
trust officers we, therefore, owe it to our 
commercial men to explain to them the 
means and appeals by which they can help 
us. 

The nature of the interview leading up to 
securing of trust business is professional 
and the interview itself requires the great- 
est tact and diplomatic handling. The trust 
officer usually has had long experience and 
training makes him realize that he must 
secure the prospect’s utmost personal confi- 
dence. Therefore, it is my belief, the first 
interview should be one of introduction of 
the trust solicitor to the commercial custo- 
mer, and arrangement for a future inter- 
view. Or, if the contact is a close enough 
one, the commercial man may arrange the 
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interview and after effecting the intro- 
duction withdraw from the meeting. 


Our general practice is to secure as much 
personal information about the financial 
affairs of the prospect as we can. Generally 
we have found him rather loath to “open 
up” in the presence of the commercial officer, 
even though in the past he may have furn- 
ished the latter a financial statement in 
order to secure a loan. Delicate information 
about his family and his affairs—which is 
essential to the creation of an effective 
estate plan—géenerally will not be revealed 
in the presence of his banker. If this is 
diplomatically explained to the commercial 
man prior to the interview, full coopera- 
tion with the trust solicitor will follow. 


Leave Data for Trustman 


OMETIMES, in an effort to be coopera- 
J) tive, commercial men are over-enthusi- 
astic. We find that commercial new business 
men are more quick to spot trust prospects, 
and to do all within their power to bring 
the trust solicitor and prospect together. 
In his enthusiasm he may endeavor to secure 
the information necessary for preparation 
of an estate analysis. This has been found 
to have two adverse effects. First, it is 
doubtful whether all the information neces- 
sary will be secured. Second, even if what 
appears to be a rather complete inventory 
of the prospect’s assets is secured, there 
may be bits of information, not first ob- 
tained, which will later necessitate a re- 
calculation of taxes, or a substantial change 
in the final recommendations. 


To illustrate: Some months ago I was 
supplied with an inventory of assets of a 
trust prospect by one of our commercial 
representatives. I suspected the information 
in certain respects was incorrect. Some 
assets listed in the name of the prospect 
alone seemed more likely to be held jointly 
by him and his wife. The commercial officer 
assured me this was not the fact and I 
prepared a rather detailed analysis. Upon 
its presentation to the prospect my previous 
suspicions were confirmed. I had to do the 
job over again, entailing unnecessary delay 
and loss of time, both for the trust depart- 
ment and for the customer. 


Help for Banking Relations 


INALLY, in securing cooperation be- 
tween the trust department and the 
commercial men, the latter can be appealed 
to if we point out that estate planning may 





be helpful to them in their banking relations 
with the customer. For instance: An estate 
plan which is so designed that a substantial 
loan which the prospect has effected with 
the banking department, will be properly 
provided for in the event of his death, 
should be of considerable interest to the 
banking department. Or, a _ partnership 
which is seeking to secure a loan through 
the credit department may be a much better 
credit customer if it has an established busi- 
ness insurance program, than if it presents 
itself fully open to the risks of dissolution 
of the partnership, should one partner die. 


In this latter connection lies a great op- 
portunity for the trust department not only 
to develop the spirit of cooperation in its 
commercial staff, but also to be of assistance 
to the insurance fraternity which, if proper- 
ly treated, can be of definite help in bring- 
ing trust business to the institution. Under 
proper circumstances we see no objection 
in writing a letter of recommendation, in 
behalf of an insurance underwriter, to 
individuals who, in their contact with our 
credit department, have shown a need for 
business insurance. By bringing a life 
underwriter into the picture you are pre- 
senting him with a valuable opportunity 
for improving the credit position of the 
company he may insure. You may also be 


opening up an avenue for new trust busi- 
ness. 


In an article in this magazine*, J. P. 
Cummings of the First National Bank of 
New Rochelle, New York, pointed out the 
importance of informing the commercial 
officer of the type of business in which we 
are interested. His remarks were most apt 
because on many occasions we have pros- 
pects referred to us whose business we 
ought not, and cannot, accept for various 
reasons. The discouragement to the com- 
mercial man who has gone out of his way to 
help bring in this prospect may well lead to 
a later complete indifference to trust de- 
velopment. 


On many occasions when the commercial 
department sets up development meetings 
the trust department can also use them to 
advantage. Most of the people attending 
these meetings have at times been solicited 
by the commercial department, or may be 
actual customers of that department. In 
the latter instance that department has a 
record of its contacts and the nature of 


“Oct. 1943, page 369. 
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the relationship on file. By an intelligent 
interchange of information prior to such 
meetings and a plan for proper commingling 
of the trustmen with selected prospects, 
many valuable contacts are established. 
Again it seems to me, however, that the 
burden is on the trust development depart- 
ment. It must integrate itself into such 
meetings in order to accomplish the purposes 
we have discussed. 


“Small Estates” Advertising 


To supply a continued wide demand for sam- 
ples of advertising used in promoting its 
“Small Estates” Division, the Security-First 
National Bank of Los Angeles has reproduced 
the material in a small booklet, which is now 
available free on request, according to L. H. 
Roseberry, vice president and manager of the 
bank’s Trust Department. 


Introduced two years ago as an innovation 
in the trust business, Security-First National’s 
advertising campaign on “Small Estates” was 
an immediate success. It was given one of the 
annual Blue Book awards for outstanding ad- 
vertising, and has attracted unusual attention 
throughout the country. 
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Where There’s A Will... 


ILAS H. STRAWN, former President of 

the American Bar Association and the 
United States Chamber of Commerce, be- 
queathed $5,000 each to the Strawn Legal 
Research Foundation and the Chicago 
Natural History Museum. The rest of his 
estate, after cash gifts totaling $15,000 
to two individuals, is left to his wife and 
the First National Bank of Chicago as 
trustees. (They are also named executors.) 


Mrs. Strawn is to receive the income for 
life and such amounts from principal as 
in the sole discretion of the corporate 
trustee are deemed necessary for her 
“support, comfort and happiness.” Upon 
her death the principal is to be divided 
into two equal trusts for the benefit of 
two daughters. Each is to receive the in- 
come for life, the principal passing among 
her surviving husband and lawful de- 
scendants in such manner as the daughter 
shall direct by will. 


The trustees are given power to spend 
principal for the benefit of any of Mr. 
Strawn’s descendants out of the funds set 
aside for the children. Any amounts thus 
used are to be charged against the share 
of such beneficiary. 


There is an unusual provision to the 
effect that the trustees may, with the 
written consent of those at the time en- 
titled to the income, appoint as a “special 
trustee” as to all or any portion of the 
trust any trust company or bank having a 
combined capital and surplus of not less 
than $2,000,000. The special trustee may 
not make any sale or investment except 
upon the written direction of the trustees. 
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DWIN F. STEVENS, JR., executive 

vice president and general manager 
of Decca Records, Inc., a leading firm in 
recording popular music, left his entire 
estate, excluding personal effects and sim- 
ilar property, in trust for his wife’s bene- 
fit, naming her and the Chase Nationa! 
Bank of New York as executors and trus- 
tees. In addition to the income, she is to 
receive from principal such sums as the 
trustees, other than Mrs. Stevens, shall 
deem desirable to provide for the “com- 
fort and support of my wife or any child 
of ours in the event of any accident, ill- 
ness or similar emergency, and_ such 
further sums as the trustees, including my 
wife, shall deem desirable and expedient 
to provide for the education of any of our 
children.” 


Upon Mrs. Stevens’ death the trust is 
to be divided into as many equal parts as 
there are children then living and the is- 
sue, collectively, of any deceased child. 
The trustees shall pay over one such share 
outright to each of the latter groups and 
hold in separate trusts the shares of living 
children. The latter will receive the in- 
come and such sums from principal as the 
trustees deem desirable for their comfort, 
support and education. 

The children may request the trustees 
to pay them not more than one-quarter of 
the principal between the ages of 25 and 
30 and not more than one-half in the ag- 
gregate before age 35. Each beneficiary 
has the power to appoint by will any prin- 
cipal remaining on his death. 


OTHER APPOINTMENTS: 


Guaranty Trust Company of New York, 
co-executor and co-trustee: Andrew J. Lord, 
president of Lord, Abbett & Co., investment 
bankers; First National Bank of Chicago, 
executor: Silas H. Strawn, former presi- 
dent of the American Bar Association and 
U. S. Chamber of Commerce; First Na- 
tional Bank of Baltimore, co-executor and 
co-trustee: Arthur H. Deute, president of 
the National Brewing Co.; First National 
Bank of Sharon, Pa., executor: Henry V. 
Putnam, Westinghouse Electric Corp.; Se- 
curity Trust Company of Rochester, N. Y., 
executor and trustee: Benedict S. Hert, 
former president of New York State Denta! 
Society. 
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CONSERVING TRUST INCOME 


N planning estates, careful consideration 

is ordinarily given to providing the ben- 
eficiary (wife) with minimum annual in- 
come payments. Seldom, however, is atten- 
tion directed to the possibility that the 
estate may produce annual income in ex- 
cess of her financial requirements. In such 
cases, the “forcing” of unnecessary income 


into the wife’s name may bring about a 


loss of a large part of the excess income 
through income taxes levied at the wife’s 
highest applicable bracket. 


The following table will illustrate the 
amount by which excess income is lost 
through Federal income tax when received 
by the beneficiary on top of what might be 
termed necessary income. 

Income 
Tax Rate 


Applicable 
to Excess 


37.1% 
40.85% 
44.65% 
47.5% 
50.35% 
53.2% 
56.05% 
58.9% 
61.75% 
65.55% 
68.4% 
71.25% 


Excess Income Received 
on Top of 
Necessary Income 


$ 2,000 
2,000 
2,000 
2,000 
2,000 
2,000 
4,000 
6,000 
6,000 
6,000 
6,000 

10,000 


Necessary 
Taxable 
Income 


$10,000 
12,000 
14,000 
16,000 
18,000 
20,000 
22,000 
26,000 
32,000 
38,000 
44,000 
50,000 


When analyzing this subject, income to 
be received by the wife from all sources 
should be taken into consideration. Such 
sources may include income on _ property 
owned by the wife prior to her husband’s 
death, taxable payments received from life 
insurance, income on _ property received 
through outright bequest under the hus- 
band’s will, and income from any living or 
testamentary trust established for her. 


A solution to this problem may lie in 
making provision in the husband’s will that 
his wife shall receive from the testamen- 
tary trust, income only in such an amount 
that her income from all sources will not 
exceed a stipulated sum. By giving the 
trustees discretionary power to make pay- 


ments to her from the principal of the trust 
in emergencies, she is afforded adequate 
protection against the possibility that the 
amount of stipulated maximum income may 
be insufficient to cover such things as lost 
purchasing power of the dollar and exten- 
sive medical care. 


The will could provide that excess in- 
come shall be paid to the children, accumu- 
lated in the trust for minors, or accumu- 
lated and added to the principal until the 
wife dies, the latter provision being valid 
only in states permitting such type of ac- 
cumulation. Suppose, for instance, we have 
$2,000 of excess income, which, if received 
by the wife, would be taxed at about 59%, 
but if received by a child or trust having 
no other taxable income would be taxed 
at only 19% after allowable exemptions and 
deductions. This would save 40% of such 
excess income. When this is multiplied by 
the number of years the wife lives the 
cumulative dollar savings can build a siz- 
able fund for the children. 


JOINT ADMINISTRATION OF 
EMPLOYEE BENEFIT PLANS 


ANY employee benefit plans in exist- 

ence are administered on a self-in- 
sured basis by individual trustees, and 
others will no doubt be established in the 
future. There are a number of reasons 
why the administrative and underwriting 
service, respectively, of trust companies and 
life insurance companies should be sub- 





“Trends in Estate Planning” 
is published monthly 
in pamphlet form 
for * 
Distribution by Banks & 
Life Underwriters 
over their own names 


For details write 


H. S. KOSTER & COMPANY 
165 Broadway 
New York 6, New York 





508 


stituted for self-administration by employ- 
ers. As each institution offers several 
definite types of services and contracts, this 
discussion must be treated in somewhat 
general terms. 

Trust companies and life insurance com- 
panies do not necessarily compete with 
each other in the sale of their financial 
products to companies establishing em- 
ployee benefit plans. Their respective ser- 
vices are complementary and do not have 
to over-lap. It is the basic operation of the 
life insurance company to underwrite mor- 
tality risks and guarantee fixed dollar prin- 
cipal and interest; and of the trust com- 
pany in its capacity as trustee to accept dis- 
cretionary powers over investments and dis- 
bursements and to maintain complete re- 
cords of account. Both types of services 
are essential to a properly designed em- 
ployee benefit system. 

Employee benefit systems ordinarily pro- 
vide one or more of the following types of 
benefits : 

1. Life income from retirement age. 

2. Benefits at death prior or subsequent 
to retirement age. 

3. Income during periods of disability. 

4. Severance pay or adjustment funds in 
the event of unemployment. 


5. Other emergency payments of speci- 
fied character. 

The respective products of trust com- 
panies and life insurance companies, which 
may be used in relation to the aforemen- 
tioned benefits, are herewith set forth. 


The Life Insurance Company— 


1. Underwrites and establishes adequate 
death benefits immediately upon en- 
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trance of employees as members of 
plan. 

. Underwrites and guarantees payment 
of a fixed number of dollars per 
month to employees for life, com- 
mencing from retirement age. 


. Guarantees annuity rates as to current 
purchases of annuities and, in some 
cases, for future annuity purchases. 

. Guarantees mortality and investment 
rates of discount for funding fixed 
dollar benefits. 


Trust Company— 


. Invests funds for the production of in- 
come in keeping with changing econ- 
omic conditions, especially under 
plans not establishing benefits of fix- 
ed dolar amount. 


. Provides custodian, collection and dis- 
bursement services in keeping with 
requirements of case, and holds title 
as trustee. 


. Reduces funding costs of cases not 
requiring interest and mortality dis- 
counting, and of cases that can ab- 
sorb such risks. 


. Allows for flexibility and adjustment 
in plans by direction of employer’s 
administrative committee. 


Probably the simplest illustration of the 
use of joint trust company and life insur- 
ance company administration of employee 
benefit plan is the so-called profit-sharing 
trust. Here the life insurance company 
should be used to underwrite the death 
benefit and the life annuity from retire- 
ment age. The trust company is used for 
investment and conservation of all trust 
funds not deposited with the insurance 
company and to supply other administrative 
services required by the plan. 


SUCCESSOR BENEFICIARIES UNDER 
SETTLEMENT AGREEMENTS 


GREEMENTS prescribing the method 
of settling life insurance proceeds upon 
the death of the insured (husband) some- 
times provide for the payment of such pro- 
ceeds in installments for the life of the 
wife, but for a minimum period, say 20 
years. In the event the wife does not sur- 
vive her husband by such fixed minimum 
period, the agreement then provides that 
the payments shall be continued to the 
children of the insured for the duration of 
the stated period. 





Such provision for successor beneficiaries 
does not always result in a well ordered 
financial plan. If the children are minors, 
guardians must be appointed to administer 
the payments. They are circumscribed by 
strict legal requirements. There is no op- 
portunity for flexibility. When the chil- 
dren become of legal age they will receive 
control of the funds. 


In some cases, a better plan would be to 
provide that upon the wife’s death any 
guaranteed future payments should be com- 
muted and paid in a lump sum to her estate. 
Although this would have the disadvantage 
of causing such commuted payments to be 
included in the wife’s estate, the estate 
may not be of such size as to make this a 
tax burden. As a result, the wife can 
execute a will, making proper disposition 
of the commuted annuity payments for the 
benefit of her children. It would be possible 
for her to establish a flexible trust arrange- 
ment for these monies, as well as of the 
balance of her estate, for the proper pro- 
tection of the children. 

A plan which would eliminate the tax in 
the wife’s estate, would be to make the 
commuted annuity payments at the wife’s 
death payable to the deceased husband’s 
estate to be added to trusts for the children 
established under his will. This alterna- 
tive, however, might encounter certain tech- 
nical difficulties in causing the husband’s 
estate to be reopened for such purposes. 
However, it is important that these mat- 
ters be given careful consideration when 
planning the terms of life insurance settle- 
ment agreements for successor beneficia- 
ries, especially if minors are involved. 


Chairmen Announced for Coast 
Trust Conference 


The following committee chairmen were 
named for the annual Regional Trust Confer- 
ence of the Pacific Coast and Rocky Mountain 
States to be held at the Alexandria Hotel, Los 
Angeles, Cal., August 7 to 9, by General Chair- 
man H. M. Bardt, vice president and trust of- 
ficer, Bank of America N. T. & S. A., Los An- 
geles: Program, L. H. Roseberry, Security- 
First National Bank, Los Angeles; Publicity, 
F. H. Schmidt, California Trust Co., Los An- 
geles; Finance, W. D. Baker, Farmers and 
Merchants National Bank, Los Angeles; Hotel 
« Registration, Roger M. Bone, First Trust & 
Savings Bank, Pasadena; Entertainment, Don 
R. Cameron, Union Bank and Trust Co., Los 
Angeles. 


Ohio Trust Conference 


The ninth annual trust conference, sponsored 
by the Trust Committee of the Ohio Bankers 
Association, was held in Columbus, April 24, 
with Thoburn Mills, Trust Committee Chair- 
man and Vice President and Trust Officer of 
The National City Bank of Cleveland, presid- 
ing. The program included: 

Operations under Ohio’s recently enacted 
Common Trust Fund Act, by G. F. Karch, 
Trust Officer, Cleveland Trust Company, and 
William E. Anderson, Vice President and Trust 
Officer, Central Trust Company, Cincinnati. 

Trust tax problems, by Earl P. Schneider of 
Thompson, Hine & Flory, Cleveland. 

Suggestions for improving trust services, by 
Gilbert T. Stephenson, Director, Trust Re- 
search Department, ABA. 

Selling and tax problems involved in hand- 
ling profit sharing trusts, respectively by 
Warner C. Cole, Vice President, Central Na- 
tional Bank, Cleveland, and Francis J. Amer, 
Vice President and Trust Officer, The Nation- 
al City Bank, Cleveland. 5 


Trust Investments, by John Kalb. 
Conference papers will be reported more 


fully later. 


0: 


Mayer Vice President of P-H 


Walter A. Mayer, head of the Specialties 
Division of Prentice-Hall, Inc., New York pub- 
lishing house, has been elected Vice President 
of the corporation. Active in the financial ad- 
vertising field for over twenty years and known 
to a host of trust officers, Mr. Mayer joined 
Prentice-Hall in 1939 to organize the Division 
which he heads. He is a member of the Finan- 
cial Advertisers Association. 
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First Quarter Earnings 





A substantial downturn of earnings in the 
first quarter of 1946 was shown in manufac- 
turing and mining industries, reflecting recon- 
version difficulties, strikes and shortages of 
materials. Consumers’ goods lines on the other 
hand showed improvement due to high level 
operations and to elimination of excess profits 
tax, which offset rising costs. 


For 300 corporations summarized by the 
National City Bank of New York, earnings 
were 32 per cent below the same quarter in 
1945. The bank’s letter points out that in many 
instances declines in earnings have been 
cushioned by tax credits, and that higher wage 
costs have not yet been fully reflected. The 
letter also states that reports reviewed were 
principally of large manufacturers. 


NET INCOME OF LEADING CORPORATIONS FOR THE 
FIRST QUARTER 
Net Income is Shown as Reported — after Depreciation, Interest, 
Taxes, and Other Charges and Reserves, but before Dividends. 
Annual rate of return is based on net worth. 
(In Thousands of Dollars) 


Net Income Per Annual Rate 








No. First Quarter Cent of Return % 
of Cos. Industrial Groups 1946 Changet 1945 1946 
22 Food products $ 24,308 +16.8 11.4 13.2 
18 Pulp and paper products 7,361 +64.6 6.6 10.3 
30 Chemicals, drugs. etc. 72,264 +41.1 11.5 15.7 
9 Petroleum products 51,818 —12.1 9.2 7.6 
15 Cement, glass, stone 6,007 —35.4 8.4 5.2 
22 Iron and steel 19,855 —50.3 5.1 2.5 
7 Electrical equipment d-16,184 —_ 13.1 
20 Machinery d- 445 — 9.9 
24 Autos and equipment d-38,850 —_— 11.9 
43 Other metal products 12,074 —33.2 8.7 5.7 
40 Miscellaneous mfg. 36,851 +83.1 13.5 22.7 
250 Total manufacturing 175,059 —40.8 9.2 5.3 
21 Mining and quarrying 9,347* —16.5 8.7 8.4 
18 Trade (whol. and retail) 26,925 + 7.6 19.8 
1l_ Service 5,233 +45.2 8.4 12.0 
300 Total $216,564 —32.4 9.1 6.0 


*Before depletion charges in some cases. 
tIncreases or decreases of more than 100 per cent not computed. 
1- Deficit. 


From National City Bank of New York—Letter, May 1946 
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Speculation and the New Investors 


No investor can plead today unavailability 
of the facts when he purchases a listed secur- 
ity or one sold by means of a registered pros- 
pectus. But I am afraid that many can plead 
ignorance of the facts, readily available as 
they are, because they have not studied them. 
This places a great responsibility on the in- 
vestment banking house, the exchange member, 
the individual broker. 


With buying power what it is, with the mar- 
kets reflecting increased optimism as the coun- 
try accomplished its reconversion, many a 
small investor, overcome by speculative possi- 
bilities, is, I fear, entering the market without 
first obtaining adequate information and ad- 
vice. 


It is to the smaller wage earners who com- 
pose the great bulk of our population, and 
who may one day suffer as a result of ill con- 
ceived speculative ventures, that the financial 
community must address its public relations. 
These people must be educated, in a contin- 
uing program, to the desirability of proper, 
planned investment of whatever savings they 
can put away. They must be shown the inad- 
visability, the danger of hurrying into the 
market for speculation which they can usually 
ill afford. 


The need for risk capital and a degree of 
studied speculation are present today just as 
surely as they were forty years ago, when the 
great industries which have brought the nation 
to world leadership were being built. And the 
American dollar is still a venturesome dollar. 


But speculation is for those who need not 
worry greatly if the dollars which they venture 
should be lost. Full disclosure is the trend to- 
day in advertising and public relations policies 
of management in every line of endeavor. 
Further aggressive steps must and are being 
taken to educate the investor. 


EDWIN POSNER, President, New York 
Curb Exchange, in address to New York 
Financial Advertisers Assn. 


O 


Analyses of Savings and Loan Shares 


Comparative statements of condition and of 
operation, loan portfolio data, dividend rate 
and other information on 69 Federal Savings 
and Loan Associations are contained in a 
booklet recently issued by Selected Federals, 
Inc., of Chicago. It is designed for the con- 
venience of investment officers of trust com- 
panies and other ‘institutional-type investors. 
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FLEXIBILITY IN LEGAL LIST INVESTMENT 


New Jersey and New York Modernizing Requirements 


ONSTRUCTIVE changes which break 

with traditionally limiting “fixed 
standards” in legal requirements of sav- 
ings banks investments and trust funds, 
are noted in recent actions in New Jersey 
and New York. These come as a recogni- 
tion of the need to adapt to the rapid 
changes of recent years and broaden the 
list of eligible bonds for investment ac- 
counts, which have, because of the war re- 
quirement, been dominated by United 
States Government securities. The trend 
is also toward allowing thrift institutions 
an opportunity to purchase securities of 
strong companies when market prices may 
be low, as well as in more prosperous times 
when prices are at high levels. 


New Jersey Amends Railroad List—The 
State of New Jersey recently enacted a law 
which its sponsors, the New Jersey Sav- 
ings Banks Association, believe to be “the 
most advanced law covering the invest- 
ment of funds in railroad bonds by thrift 
institutions in the United States.” This 
amendment departs from a fixed standard 
to a variable yardstick, the object of which 
is to permit the purchase of bonds of only 
the stronger railroads, and to permit their 
purchase not only in periods of prosperity 
when prices are high, but also in periods of 
depression when prices are low. 


The amendment provides that railroad 
bonds may be bought by savings banks 
only if the coverage for fixed charges for 
the three preceding years shall have been 
better than the average coverage for the 
period of all Class I railroads in the United 
States. It requires, also, that the percent- 
age of .ross revenues remaining after the 
payment of fixed charges shall be greater 
than the corresponding figure for Class I 
roads as a whole. Otherwise, the old law 
remains substantially unchanged. 


The new law takes into account the fluc- 
tuating nature of railroad earnings and 
reduces the tendency, created by the 
old standard, to legalize many bonds of 
inferior quality after a period of good 
earnings, while during a depression many 
intrinsically high grade bonds would be 


forced off the legal list because of tem- 
porarily poor earnings. 


The law is based on research by George 
M. Grinnell, of Dick & Merle-Smith, New 
York, in collaboration with the investment 
committee of the Savings Banks Associa- 
tion of New Jersey of which T. Philip 
Reitinger, president of the Montclair Sav- 
ings Bank, is chairman. 


New York State Developments—The New 
York State Banking Board for some time 
has been studying standards under which 
securities not automatically eligible for 
the legal list may nevertheless be approved 
for investment for savings banks and 
trust funds. 


Under the State Banking Law (Section 
235) which authorized the Banking Board 
to add to the legal list corporate in- 
terest bearing securities, including rails 
and utilities otherwise not eligible, the 
Board added to the legal list $1,265,000,000 
of corporation bonds in 1945. 


The Banking Board has been evolving 
and formulating principles and provisions 
with the idea of determining standards 
which it would apply in approving the ad- 
dition of otherwise unauthorized issues to 
the legal list. For instance, when recently 
$125 million Shell Union Oil Co. 25-year 
debentures were being prepared for the 
market, approval for the issue was re- 
quested. Upon investigation the Board 
learned that the indenture covering the 
issue did not provide that, during the life 
of the bonds issued by the parent com- 
pany, none of the subsidiaries could do 
any long term borrowing. The view of 
the Board was that such a provision should 
be in the indenture of any industrial which 
it approved for the legal list. After 
this view was communicated to the issuing 
company, the change was made, and the 
issue approved as eligible for legal invest- 
ment. 


The progress of the “variable yard- 
stick” in New Jersey and the work of the 
Banking Board as forward steps in meet- 
ing demands of changing conditions will 
be suggestive to those handling funds 
requiring legal investments. 





Return on Net Worth 
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DEFICIT 


PERCENT 
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28 29 30 31 ‘S32 33 34 35 36 37 38 39 40 41 42 43 44 45 


1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942p 
1943p 
1944e 
1945e 


Gross 
Income 
a 


$142,630 
143,241 
151,388 
158,565 
134,017 
106,088 
80,378 
83,208 
99,278 
111,636 
130,046 
139,761 
118,663 
130,972 
146,216 
188,197 
216,336 
248,128 
252,000* 
229,000* 


Fed. 
Inc. 
& E.P. 
Taxes 


$1,230 
1,131 
1,184 
1,193 
712 
399 
286 
423 
596 
735 
1,191 
1,276 
860 
1,232 
2,549 
7,168 
12,256 
15,898 
15,285 
13,385 
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CORPORATION EARNINGS 
All Active (Approx. 443,000) Corporations in 
the U. S. 
(In Millions of Dollars) 


Net Net Net 

Divi- Worth Inc. Return 
dends Jan. Aft. on Net 
Pd.-a Ist Tax-b Worth 


$4,439 $ (c) $8,280 
4,765 119,260 7,538 
5,157 132,403 9,483 
5,927 142,887 10,677 
5,631 160,369 3,937 
4,182 161,282 -1,176 
2,626 143,363 —4,115 
2,101 133,569 —1,353 
2,672 127,578 2,379 
2,927 141,585 4,688 
4,702 138,931 6,580 
4,832 133,468 6,554 
3,222 141,633 3,271 
3,841 137,437 5,946 
4,068 136,864 6,800 
4,466 138,387 9,507 
4,263 142,591 11,132 
4,386 139,629 12,200 
4,445 140,000* 10,460 
4,705 140,000* 9,030 
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Compiled from Treasury Department annual “Statistics of Income.” a-Excludes Intercor- 


porate dividends. 


b-Includes intercorporate 


dividends. c-Complete data not available. 


e-Treasury estimate. p-Preliminary. — Deficit. * Unofficial estimate. 
—From National City Bank of New York Economic Letter for April 
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CANADA 


Additions to Legal List 


The State Banking Board has added to the 
New York legal list the following securities: 

Northern Central Railway Co., general and 
refunding mortgage A, 44% and 5%, due 
March 1, 1974; Ohio Edison Co. first mort- 
gage, 3%, due September 1, 1974, and first 
mortgage 2%%, due April 1, 1975. Illinois 
Power Co., first mortgage due March 1, 1976 
(when issued). 
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“Responsibility as a Factor in Trust Com- 
pensation is the subject of the latest in Gilbert 
Stephenson’s Studies in Trust Business. It 
appears in the April Trust Bulletin. 





TRUST OPERATING ECONOMIES 


Drafting and Other Suggestions for Improving Efficiency 
of Trust Service 


LESLIE A. HOFFMAN 
Assistant Secretary, Girard Trust Company, Philadelphia 


Service Activities 
Investments 


Encourage freedom of action with re- 
spect to original investments—not requir- 
ing undue retention of holdings that need 
special attention. 

Reduce holdings by disposing of local, 
small, obscure, orphan issues. 

Keep down the number of investment is- 
sues and keep up the quality. Avoid over- 
diversification. , 

Provide a review folder for each account. 

Provide an investment statistical folder 
for each security. 

Classify accounts and securities for fre- 
quency of review. 

When communicating with party in in- 
terest do not send a complete list of assets 
each time unless specially requested. 

Be prepared for prompt reinvestment of 
funds by having cash records section advise 
investment division of changes in principal 
balances. 

Keep courtesy consult accounts at a min- 
imum. 

Guide custodian investments as a prac- 
tical economy measure even though both 
parties understand there is no question of 
responsibility involved. 

Use common trust funds if authorized by 
statute or instrument. 

Maintain an approved list of securities. 


Insurance 


Concentrate insurance activities. 

Use blanket instead of individual insur- 
ance policies. 

Have insurance brokers handling blanket 
policies present individual bills in the form 
of your account ledger charge and use it as 
such. 

Have insurance policies in same trust ac- 
‘ount expire on same date. 


(Continued from April issue, page 404) 


Take advantage of endorsements possible 
without additional charge: 
1. Workmens Compensation out of state. 
2. Workmens Compensation on board 
ship. 


Real Property and Mortgages 


Combine service of real property and 
mortgages of the bank and of the trust de- 
partment. 

Make interest-due and amortization dates 
on mortgages semi-annual and staggered. 

Maintain a master property file including 
all pertinent data with respect to each 
property. 

Make rent-due dates staggered rather 
than adjusting to first of the month. 

Use more appraisals prepared by outside 
appraisers. 

Give cognizance to the cost of carrying 
so-called “Homestead” real estate. 

Exert special sales effort on assets await- 
ing liquidation carrying them in a special 
deferred distribution account definitely 
labeled for prompt liquidation. 

Exert special effort to liquidate: 

1. Unimproved real estate. 

2. Larger properties involving com- 
plicated accountings among several 
accounts and particularly detailed 
management attention. 

In general, sell real estate at such time 

that it can be liquidated at a satisfactory 
consideration. 


Tax Work 


Centralize tax work: 

1. Listing property for taxes. 

2. Making tax returns. 

3. Paying taxes. 

Maintain an income tax history card file. 
Analyze and code daily income credits 

and charges: 
1. Arrange routine flow of entries to the 
tax division. 
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Operative Activities 


Adopt, use and keep up to date a manual 
of operations. 

Develop time studies and diaries of ac- 
counts. 

Reduce the number and details of state- 
ments to: 

Court. 

Settlor. 

Beneficiaries. 

File accounts—particularly accounts of 
the same class, such as veterans’—at one 
time. 

Seek authority to file veterans’ accounts 
less frequently than once a year. 

Reduce frequency of taking commissions. 

Reduce frequency and irregularity of 
payments to beneficiaries. 

Make payments to beneficiaries by mail. 

Reduce peak periods by spreading the 
work over the month according to a definite 
plan and schedule. 

Take worthless securities from daily con- 
trol. 

Simplify and standardize stock transfer 
requirements. 


1946 


1890 - 


Specializing in 
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For Fifty-six Years 
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Adopt and adhere to firm policy against 
advances and overdrafts of income. 

Close estates promptly. 

Consolidate, lessen frequency or elimin- 
ate inter-departmental reports. 

Eliminate filing of unnecessary correspon- 
dence. 

Have definite policy as to retention of 
records and correspondence. 

Standardize wording for entries in special 
ledgers. 

Simplify account opening and closing 
routine by use of digests, codes, etc. 

Where routine notices between divisions 
include standard wording, have it printed, 
typing in only the special provisions. 

Take full advantage of possibilities of 
multiform entries, ete. 

Control the flow of entries to the book- 
keeping department. 

Prove batches and blocks of work separ- 
ately as they flow through routine. 

Use pre-computed charts re tax, etc. cal- 
culations. 

Post by account number instead of ac- 
count caption or title. 

Special operating, convenience, and/or 
adjustment accounts should be kept at a 
minimum and followed closely for eventual 
permanent disposition of items. 

Make calculations of apportionment 
(stock rights and dividends—real estate 
sales, etc.) at the time of the transaction. 

Streamline the accounting procedure in 
entering distributions from outside fidu- 
ciaries or servicing organizations, e.g., audit 
the statement rendered but do not post in 
detail. 

Have proper control over principal over- 
drafts including a periodic review thereof. 
Develop a system for reservation of funds. 

Where possible charge the account rather 
than individually billing a customer re fees 
and/or service charges. 

Streamline all phases of income collec- 
tion routine. 

Eliminate a separate entry charge for 
postage re sales and purchases of securities 
by covering all items, transfer taxes, etc. 
in one entry. 

Modernize your check system using one 
facsimile signature originating at one con- 
trolled location. 

Advance-drawn checks under proper con- 
trol expedite transactions in the brokers’ 
settlement section. 

Have a definite routine of in what in- 
stances receipts are required for payments 
made. 





For internal smaller items use special en- 
try office charge or cash order with stub at- 
tached instead of checks. 


Dovetail closing hours and _ settlement 
times of the various units and ledgers to 
operate smoothly. 


Simplify statement forms. 


Type court accountings where possible 
directly from file copy of statements. 


Obtain income statement waivers to 
avoid filing long accountings beneficiaries 
have already received. 

Endorsement of incoming checks with 
rubber stamp “Absence of endorsement 
guaranteed.” 

Merge personalty 
where possible. 

Preview an account where possible to 
remove worthless assets saving expense of 
setting them up on your records. 

Maintain a complete asset ledger. Copies 
at a single operation can be produced for 
several other divisions. 

Use a predetermined security description 
and number in the first step of placing as- 
set on books. 

Control real estate assets on a unit con- 
trol basis. 

Streamline the procedure for adding and 
removing assets from the records, e.g., the 
cash credit entry can authorize the removal 
of an asset sold instead of using two dif- 
ferent entries. 

Maintain a proper control over additions 
to and deliveries of assets from an account: 


and realty accounts 


1. Cost analysis purposes. 

2. Charging of appropriate fees 

vocations). 

Arrange for physical 
securities prior to sale. 

Consider special arrangements for car- 
rying safekeeping items where no active 
duties are involved. 

Have a definite policy for the handling of 
proxies. 

Maintain effective and accurate tickler 
systems for important duties to be per- 
formed. 

Avail yourself of advantages and sav- 
ings of well-prepared work sheets and check 
lists. 

Maintain a trust address file either in 
file division or income distribution section 
but not in both places. 

Names and addresses of beneficiaries 
should be furnished to trust address files 
as soon as possible after a will is probated 
Or an administration is raised, without 


(re- 


examination of 
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waiting for regular operation of any trust 
to follow. 

Designate responsibility for special fol- 
lowing of estates’ liabilities, outstanding 
mortgage and note obligations, etc. 


Designate responsibility for special fol- 
lowing of certain classes of miscellaneous 
assets such as building and loan shares. 

For a quick, accurate list, photostat a 
visible Kardex file. 

Provide that as to common trust fund, 
valuations of securities and calculation of 
income earned between distribution dates 
not required of trustee. 


Have an adequate operating system for 
changes in methods so that all interested 
parties are appraised of changes at proper 
time. 

Emphasize the importance of returning 
promptly any borrowed material with which 
others must work: 

1. Files. 
2. Ledger sheets. 

Arrange proper “charge-outs” for bor- 
rowed materials. 





IN THE UNITED STATES 


The Partners and Associates of 


Wickenden, Morss and Associates 


295 Madison Avenue Widener Building 
New York 17, N. Y. Philadelphia 7, Pa. 


900 N. Michigan Avenue 
Chicago 11, Ill. 
have engineered employee benefit plans 
for an impressive group of industrial, 
public utility, and institutional organ- 
izations. 
e 


IN CANADA 
The Officers and Associates of 


William M. Mercer Limited 


Toronto General Trusts Building 
Vancouver, B. C. 


Toronto, Ont. Montreal, Que. 


have installed employee benefit pro- 
grammes for many nationally known 
industrial, public utility and _ institu- 
tional organizations. 


Now — coordinated Plans covering 
Employee Groups on both sides of the 
border may be engineered through the 
joint action of these two firms. 
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Facilitate sorting of voluminous material 
by use of different paper colors, numbers, 
codes, etc. 

Have a uniform method of marking ma- 
terial to be filed in order to expedite filing 
duties. 

Keep filing current. 

Use lower file drawers for inactive ma- 
terial. 

File folder captions should be uniform. 

Only fasten file material to folder when 
absolutely necessary. 

Instead of filing an empty envelope for 
reference purposes, use a single card or the 
face of the envelope only. 

Vault control important especially as to 
proper distribution of an item like jewelry. 

Investigate the advantages of a central 
stenographic section. 

Have a stenographic manual to accom- 
plish uniformity, clarity, etc. 

Investigate advantages of a central mess- 
enger system including runners and mail 
section: 

1. Include nearby buildings in itinerary. 
2. Increase tempo of operation for de- 
lays are costly and embarrassing. 


CANADIAN 


(. 0-operation 


Executors of Estates with assets 
in Canada will find helpful co- 
operation in the administration 
or transmission of such assets, 
by making use of our services 
as Agent. We are always 
glad to receive enquiries. 
Assets under Administration 


$882,000,000 


HEAD OFFICE—MONTREAL 


THE ROYAL TRUST 
COMPANY 


Offices across Canada from 
Coast to Coast 
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Have a definite system for receipt of 
items at the proper desk and distribution 
of outgoing material. 

Use an inter-office envelope numerous 
times by having a form on it permitting re- 
direction. - 

Larger companies should have prepared 
an information chart or directory to show 
where required information may be ob- 
tained. 

Use charts to show the flow of work be- 
tween units, etc. 

Use rubber stamps and combinations 
thereof for standard routine work. 

Use sorting racks. 

Maintain a record of all claims 
against the company. 

Maintain a well-organized library. 

Get receipts for letters having no insur- 
able value by using Post Office Form #3817. 

Correspondence should indicate division 
or section from which it originated to facil- 
itate prompt reply. 

Study source and causes of errors. 

Keep in mind that wills and other trust 
instruments can be reproduced at little cost 
by means of photostatic processes or dup- 
licating devices. Keep negative for repro- 
ducing additional copies. 

Combine operations or even departments 
where mechanics are related. 


filed 


(To be continued) 
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Trust Department Earnings Rise 


Trust departments of three Oregon state 
banks and trust companies had gross earnings 
of $60,465 in 1945, according to the report of 
the State Banking Department. This is an in- 
crease of roughly $4,000 over the previous 
year’s figure. Trusts assets being administered 
at the year’s end by these institutions and 
national banks in Oregon (nine in all) totalled 
$103,053,305 which included approximately 
$9,000,000 of corporate trusts. 


In the State of Washington, five state banks’ 
and trust companies reported to the Super- 
visor of Banking gross trust department earn- 
ings of $118,891 for 1945. Total trust resources 
of these institutions on December 31 were 
$31,690,120, including corporate trusts of 
$8,248,709. 

Gross earnings of state banks and trust com- 
pany trust departments in New York rose from 
$33,808,000 in 1943 to $36,267,000 in 1944, ac- 
cording to the latest report of the Superin- 
tendent of Banks. These figures represented 
12.34% and 11.69%, respectively, of total cur- 
rent operating earnings.of all state institutions 
including those without trust departments. 





PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


San Bernardino 
— Kenneth E. 
Marks, upon re- 
turn from over- 
seas duty as a 
Naval officer, was 
elected a_ vice 
president and 
trust officer of 
the PIONEER 
TITLE INSUR- 
ANCE & TRUST 
CO. He succeeds 
W. N. Glasscock, 
who has been 
made __— president. 
Prior to service, 
Mr. Marks was 
trust officer for 15 years at the San Bernardino 
branch of the Bank of America. 


KENNETH MARKS 


DISTRICT OF COLUMBIA 


James F. Willett, formerly assistant man- 
ager of the investment unit of the trust de- 
partment at AMERICAN SECURITY & 
TRUST CO., was elected assistant treasurer. 
He served as a lieutenant with the Naval Re- 
serve overseas. 


GEORGIA 


Atlanta—J. Allan Wilson was promoted from 
assistant treasurer to trust investment officer 
at the TRUST COMPANY OF GEORGIA; 
Vernon Wooten elected an assistant vice presi- 
dent. 


ILLINOIS 


Chicago—Charles A. Lees, Jr., formerly in 
charge of government bond activities of Mer- 
rill, Lynch, Pierce, Fenner & Beane, New York 
City, was elected vice president of the Metro- 
politan Investment Company, wholly owned by 
METROPOLITAN TRUST CO. 


INDIANA 


Lafayette—O. M. Schnaible was elected pres- 
ident of the FIRST MERCHANTS NATIONAL 
BANK & TRUST CO. to succeed I. Floyd Gar- 
rott; Frank Hollensbe, formerly trust officer, 
elected cashier. 

Muncie—Clyde J. Cory, real estate manager, 
MERCHANTS TRUST CO., was elected assis- 
tant trust officer of that institution. 


KENTUCKY 


Louisville—Anderson C. Dearing, Jr., suc- 
ceeds S. Lyman Barber as secretary, KEN- 
TUCKY TRUST CO., while the latter devotes 
full time to his duties as senior trust officer. 
Mr. Dearing was with the Kentucky Trust from 


1934, prior to service as a captain in the Marine 
Corps. Carl B. Eastes, assistant secretary, also 
resumed his duties with the institution after 
Navy service. 


MASSACHUSETTS 


Pittsfield — PITTSFIELD NATIONAL 
BANK elected I. S. Nickerson as president to 
succeed Charles W. Power, who was elected 
chairman of the board. Mr. Nickerson was 
formerly an assistant vice president with the 
Chemical Bank & Trust Co., N. Y. 


MINNESOTA 


Minneapolis—Trust department promotions 
of the FIRST NATIONAL BANK are as fol- 
lows: Oliver S. Aas, Robert M. Bell, Floyd L. 
Dwight, Henry Henretta and Leonard A. Von 
Eschen to assistant vice presidents; Myron H. 
Powell, Lee A. Short, Lew Wallace and Frank 
B. Weck advanced to trust officers. 


MISSISSIPPI 


Tupelo—BANK OF TUPELO advanced H. 
S. Robinson to cashier and trust officer, from 
assistant cashier and trust officer. M. P. Tem- 
ple, returned from the Army, became assistant 
cashier. 


NEW YORK 


New York — CHASE NATIONAL BANK 
elected Arthur W. McCain as president and a 
director to succeed H. Donald Campbell, presi- 
dent and a direc- 
tor to succeed H. 
Donald Campbell, 
president since 
1934, who has 
been elected vice 
chairman of the 
board. Winthrop 
W. Aldrich re- 
mains as chair- 
man. Mr. McCain 
has been a vice 
president of the 
Chase since 1929, 
the past 12 years 
having been zone 
officer in charge 
of business in the 
Far West. Prior 
to that, he was an official in foreign branches 
of the First National Bank of Boston and of 
National City Bank. 


New York—BANKERS TRUST CO. has ap- 
pointed G. Ronald Ince, Frank J. Jones, Joseph 
C. Kennedy and Robert P. Ulm as assistant 
secretaries in the corporate trust department. 


ARTHUR W. McCAIN 
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Messrs. Frank, Jones and Kennedy recently re- 
turned from service. 


Also at Bankers Trust Co., C. A. Hemminger 
became advertising manager in the newly cre- 
ated Development Department. He formerly 
was director of the New York State Bankers 
Association’s news bureau and editor of the 
New York State Banker. Prior to that, Mr. 
Hemminger was director of public information 
for the Taxpayers Federation of Illinois, di- 
rector for the State of Illinois Department of 
Public Works and Buildings. 


New York—Charles W. Lorenz was appointed 
assistant manager of the CHEMICAL BANK 


& TRUST CO.’s United Nations office at: 


Hunter College in the Bronx. 


New York—Albert W. Doyle has been elected 
as assistant trust officer at the CONTINEN- 
TAL BANK & TRUST CO.; Rogert F. Hornby, 
who has been in the trust department for sev- 
eral years, elected an assistant vice president 
in charge of the personnel department. 


New York—NEW YORK TRUST CO. pro- 
moted Granger Costikyan from assistant trust 
officer to assistant vice president, in charge 
of the new Investment Service department. 


time and travel for out- 


and 


of-state trust men 


their attorneys. 


The CONTINENTAL 


BANK & TREST COMPANY 


of NEW YORK 


30 BROAD STREET, NEW YORK 


MEMBER FEDERAL DEPOSIT INSURANCE 
CORPORATION 


* 
LOSE personal atten- 
tion of our officers to 
trust assignments in the 
New York area saves 
lal 
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OHIO 


Youngstown—Allen T. Dalrymple was pro- 
moted from assistant trust officer to trust 
officer at the CITY TRUST & SAVINGS 
BANK. 


PENNSYLVANIA 


Bethlehem — BETHLEHEM NATIONAL 
BANK elected Fred T. Beckel as president and 
trust officer, succeeding the late Weir Jepson. 

Lebanon—Henry L. Wilder resigned as pres- 
ident of the LEBANON COUNTY TRUST CO., 
because he “believes newspaper executives 
should not hold banking, political or outside 
business positions.” Mr. Wilder is president of 
the Lebanon News Publishing Co. and editor of 
the Lebanon Daily News. 


Mt. Carmel—Samuel Wilkinson was pro- 
moted to trust officer at the UNION NATION- 
AL BANK to fill the vacancy caused by the 
resignation of Arthur B. Collings. Mr. Collings 
served the bank 28 years, all but two of which 
were as trust officer. 

Philadelphia—Harry F. Hauck, formerly 
trust officer at MID-CITY BANK & TRUST 
CO., was elected an assistant trust officer at 
the CITY NATIONAL BANK. 


TENNESSEE 


Chattanooga — AMERICAN TRUST & 
BANKING CO. elected Reed Gardner assistant 
cashier to serve in the new business depart- 
ment. 


VIRGINIA 


Norfolk—Osmond T. Jamerson, recently a 
colonel of the U. S. Army Intelligence assigned 
to the War Departmbent General Staff, has 
been elected assistant vice president of the 
NATIONAL BANK OF COMMERCE, in 
charge of the bank’s public relations and ad- 
vertising activities. Prior to Army service, 
Colonel Jamerson was for a number of years 
assistant trust officer of the State Planters 
Bank & Trust Co. of Richmond. 


CANADA 


Montreal—Rene Morin, until recently gener- 
al manager of the GENERAL TRUST OF 
CANADA, was appointed vice president and 
managing director, while Honore Parent, KX., 
succeeds him as general manager. 


0 


Trust Powers Granted Under 
Federal Reserve Act 
Lexington, Miss.—First National Bank. 


New Cumberland, Pa.—Cumberland County 
National Bank & Trust. Co. 


Conway, S. C.—Conway National Bank. 





“For 
Honorable 
Service 
To Our 
Country” 


Lake Forest, Ill.—Lieutenant-Colonel Spen- 
cer D. Smith, after four years spent in combat 
areas of the European Theater, has returned 
as assistant trust officer of the FIRST NA- 
TIONAL BANK. 


Boston, Mass.—Captain Winthrop E. Rich 
was re-elected assistant trust officer of the 
NATIONAL SHAWMUT BANK after his re- 
turn from contract renegotiation work in Wash- 
ington. 

Portland, Ore.—David G. Lloyd returned 
from his duties as assistant inspector general 
for the 98th Infantry Division and was placed 
in charge of the administration of personal 
trust division at the FIRST NATIONAL 
BANK. Before entering the service, he was 
head of the probate department. 


0: 


BANK MERGERS 


Paterson, N. J.—On May 14, stockholders 
of the FIRST NATIONAL BANK and the 
PATERSON NATIONAL BANK vote on a 
plan to merge the two institutions to be known 
as FIRST PATERSON NATIONAL BANK & 
TRUST CO. Combined assets would amount to 
over $85,000,000, making it the largest bank in 
Paterson. 

Pittsburgh, Pa~—FARMERS DEPOSIT NA- 
TIONAL BANK _ stockholders approved a 
merger with the Pitt National Bank. 

Pittsburgh, Pa.—Consolidation agreement of 
the FIRST NATIONAL BANK and the PEO- 
PLES PITTSBURGH TRUST CO. was ap- 
proved by directors of both banks and will be 
submitted to stockholders on May 20. 


Houston, Texes—Stockholders of the FIRST 
NATIONAL BANK and the STATE NATION- 
AL BANK approved a merger of the two in- 
stitutions under the name of FIRST NATION- 
AL BANK (reported in last month’s issue). 
Officers of the two institutions will continue ac- 
tively, and business will be conducted in the 
quarters of the First National building, Frank- 
lin Street between Main and Fannin Streets. 
Francis M. Law, chairman of the board of the 
First National, states “the merger will afford 
Houston, and Texas, a bank with enlarged 
facilities and increased capital.” The following 
ifficers were elected: Chairman, Francis M. 
Law; vice chairman, J. A. Wilkins; P. P. But- 
‘er (president of the old First National) pres- 
dent; W. A. Kirkland and H. M. Wilkins, ex- 
cutive vice presidents. 


IN MEMORIAM 


MOORHEAD B. HOLLAND, vice president 
and chairman of the trust committee of the 
Peoples-Pittsburgh Trust Co., and formerly 
a trust officer, vice president and member of 
the board of that bank since 1913. 

DONALD RILEY, a director and former vice 
president and treasurer of the Chicago Title & 
Trust Co., died at Los Angeles April 7th. 

WILLIAM H. THOMSON, president of the 
Anglo California National Bank, San Fran- 
cisco. 


wr 
Trust Council Elects 


Detroit Life Insurance & Trust Council 

elected the following officers for 1945-46 term: 

President: Vance L. Desmond, assistant vice 
president of Detroit Trust Co. 

Vice Pres.: H. Peter Trosper, New York Life 
Insurance Co. 

Secretary: A. A. Jenkins, assistant trust of- 
ficer of Manufacturers National Bank .of 
Detroit. 

Treasurer: E. L. Jones, C.L.U., Massachu- 
setts Mutual Life Insurance Co. 


F noms the Wisdom of 
Long Tung the Elder: 
(Tze Dynasty—298-214 
B.C.) 


“Employ most subtle scru- 
tiny in choosing man to 
work far from eye of 


master.” 


Ancillary Administration: 


EQUITABLE 


TRUST COMPANY 
WILMINGTON, DELAWARE 
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NEW BOOKS 


FEDERAL ESTATE AND GIFT TAXATION 


By RANDOLPH E. PAUL. Little Brown & 
Co. 1946 Supplement. 


A little over four years ago this reviewer 
wrote that Paul’s then recently published two 
volumes on Federal Estate and Gift Taxation 
were “essential for tax attorneys ... trust 
officers and other estate planners.” He also 
said that Mr. Paul “frequently predicts the 
course of future legislation and decisions on 
the subject.” 

These comments are revived because the 
first “supplement” to this work has just made 
its appearance. It is no ordinary supplement 
but a full fledged volume of 910 pages repre- 
senting painstaking research into the welter 
of legislative and judicial developments in the 
short interim. It is really a book in itself, with 
many new sections and revisions of old ones. 
The new discussions on powers of appointment 
and life insurance are especially valuable. 

The supplement sells for $12.50; the com- 
plete”set $32.50. It’s an excellent investment. 


TITLE CLOSING 


Second Edition. DAVID C. B. HARVEY of 
the New York Bar. Clark Boardman Com- 
pany, Ltd. 591 pp. $10. 


This excellent treatise covers completely the 
problems involved in real estate closings, in- 
cluding deeds, contracts and mortgages. The 


As our trust business grows it is 
our pleasure to work with an in- 
creasing number of attorneys in 
Estate and Trust Administration, 
for we always refer men and 
women to their own attorneys for 
all legal work in preparing wills 
and trust agreements and expect 
their attorneys to serve as counsel 
in the settlement of Estates. 


The Plainfield Trust Company 
Plainfield, New Jersey 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 


many forms, which the author has drawn from 
his wide experience as attorney for a title 
company, will be of great value to the prac- 
titioner and others concerned with real proper- 
ty holdings. Another feature which should 
prove helpful is the listing of “Agenda for 
Closing Contracts” and “Agenda for Closing 
Titles,” which indicate the matters to be cov- 
ered and questions to be answered in order to 
avoid pitfalls. It deals primarily with New 
York practice. 


FACT FINDING IN INDUSTRIAL 
DISPUTES 


By BRYCE M. STEWART and WALTER 
J. COUPER, Industrial Relations Counsel- 
ors, Ine. (61 pp., $1.50). 


In view of the prominence fact finding has 
attained in recent industrial disputes and 
President Truman’s advocacy of the technique, 
the present study is timely as well as in- 
formative. The study reviews past experience 
with fact finding and examines the effective- 
ness and limitations found in its use under 
the Railway Labor Act, in some of our states 
and in Canada, Great Britain and other coun- 
tries. 


The study points out one basic weakness of 
fact finding that “most ascertainable ‘facts’ 
are those of past experience,” so of question- 
able value in a time of rapid social change as 
the present. Further, that fact finding alone 
does not offer a solution to our present difficul- 
ties, though it can be a helpful step along the 
way. 


THE SUCCESSFUL EMPLOYEE 
PUBLICATION 


By PAUL F. BIKLEN and ROBERT D. 
BRETH. McGraw-Hill Book Company, 
Inc., New York, 1945. 179 pages. $2.00. 


The authors say this book was written for 
both management and editors of employee pub- 
lications — management who directs the edit- 
ing and the editor who is usually a one-man 
publication staff. 


Based on the logic of the traditional “house 
organ” idea the authors present an operating 
picture for the “house organ” for a small or 
medium sized company, backed up by brief 
wartime experience as editor and assistant of 
an employee tabloid for Kaiser Cargo, Inc., 
Bristol, and by long-time service in the news- 
paper field. 





CURRENT FEDERAL 


TAX NOTES 


PETER GUY EVANS 


Member of New York Bar: Certified Public Accountant (N. Y. and N. J.): 
Lecturer on Taxation at Columbia, Rutgers and New York Universities 


Income Tax 


Installment payments of insurance pro- 
ceeds not taxable where beneficiary exer- 
cised option. Pursuant to provisions of the 
policies of insurance on her husband’s 
life, taxpayer as beneficiary requested the 
company to pay the proceeds in install- 
ments of twenty years certain and there- 
after for life. The Commissioner sought 
to’ include the interest portion of the in- 
stallments in taxpayer’s income return. 
HELD: Where beneficiary elects option to 
receive installment payments, such pay- 
ments are entirely excludible from gross 
income under Sec. 22(b) (1) of I.R.C. since 
they constitute amounts received under a 
life insurance contract paid by reason of 
the death of the insured. Nor is it mater- 
ial that the beneficiary, and not the insured, 
selected the option. Law v. Rothensies, 
C.C.A.-3, March 29. 


Basis of property received under pre- 


nuptial agreement. Under prenuptial 
agreement, taxpayer received certain prop- 
erty from prospective husband in release 
of her dower and other rights. Upon sale 
of the transferred securities, taxpayer used 
the fair market value on the date of the 
gift as the cost basis in computing the gain 
or loss thereon. HELD: The transfer was 
a gift and not an exchange or sale, as con- 
tended by the taxpayer. Hence, the prop- 
erty retains the same basis as the trans- 
feror’s. Farid-Es-Sultaneh v. Comm., 6 T.C. 
No. 85, April 5. 


Husband and wife annuity contract not 
divisible. Taxpayer and her former hus- 
band transferred property of $265,000 to a 
college which under an annuity contract 
agreed to make certain payments to the 
husband for life and thereafter to the tax- 


payer for life. The husband died and the 
college made payments to the taxpayer at 
the rate of $6,000 per annum. Taxpayer 
reported $3,975 as income figured on the 
basis of 3% of one-half of the cost of the 
annuity contract. HELD: The annuity con- 
tract is not divisible and therefore taxpayer 
is taxable on 3% of the entire cost of the 
annuity, limited, of course, to the amount 
actually received, namely $6,000. Beattie 
v. Comm., 6 T.C. No. 79, March 29. 


Deduction for amounts to go to charity 
denied. Under decedent’s residuary trust 
his wife was to receive $1,500 monthly, and 
if income therefrom were insufficient then 
principal could be used to make up the 
difference. The remainder was to go to 
Rutgers University. In 1941 the trust 
realized net capital gains of $4,000. The 
trustees credited this amount to principal 
account and claimed a deduction therefor on 
the trust return, on the theory that it was 
permanently set aside exclusively for edu- 
cational purposes, under Sec. 162(a) of 
I.R.C. HELD: Since the trustee could in- 
vade principal to make payments to the 
life beneficiary the net capital gains could 
not be claimed as a deduction from the 
gross income of the trust as having been 
permanently set aside for charitable pur- 
poses. Est. of Allen v. Comm., 6 T.C. No. 
77, March 29. 


Donor taxed on accrued interest on note 
transferred as gift. In 1932 taxpayer re- 
ceived $76,000 note from husband. Some 
interest and principal payments were made 
by him. In November 1940, when there 
was still due $71,000 on principal and in- 
terest of $43,000, taxpayer gave the note 
to her three children. Her 1940 gift tax 
return showed a gift of $114,000 and gift 
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tax was paid thereon. The husband died 
in December 1940, and his Executor made 
interest payments to the three children in 
the sum of $40,000 on December 31, 1940 
and the balance of the interest in June 
1941. HELD: Taxpayer was taxable on 
the interest paid to the children in 1940; 
the interest paid in 1941 was taxable to 
the children. The interest had already been 
earned by the principal at the time of the 
gift and she was taxable on that portion 
collected in the same year. Austin v. 
Comm., 6 T.C. No. 76, March 29. 


Assessment of deficiency against bene- 
ficiary within five years sustained. De- 
ficiencies amounting to $31,000 were as- 
sessed against the life beneficiary, due to 
disallowance of deductions claimed for trus- 
tees’ fees and expenses in connection with 
the collection of tax-free income for the 
years 1937 to 1941. Commissioner’s dis- 
allowance of these deductions increased tax- 
payer’s distributable share of trust income 
with the result that more than 25% of in- 
come was omitted from her income tax 
return. The assessment was made more 
than three years but less than five years 
after the return was filed, which would 
make the assessment timely under Sec. 
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275(c) providing for the longer period 
where more than 25% of gross income is 
omitted. Taxpayer contended that she was 
relieved from reporting the amounts in 
gross income because the trustee reported 
the entire trust income and claimed the fees 
and expenses in the fiduciary tax return. 
She also contended that a decision in her 
favor under prior law (1932 Act) involv- 
ing similar questions constituted res ad- 
judicata. HELD: The five-year period of 
limitations applies against the taxpayer. 
The earlier case was not controlling in 
view of subsequent Supreme Court decisions 
to the effect that trusteeship of the in- 
stant type does not constitute carrying on 
a business [therefore, no deduction under 
Sec. 23(a) (1)] and in view of the 1942 
change in Sec. 24(a) (5) which denies de- 
duction for amounts allocable to wholly ex- 
empt interest. Corrigan v. Comm., C.C.A.-6, 
April 5. 


Distributions credited to beneficiaries 
deductible by executors on income tax re- 
turn. Executors credited income currently 
received by them to the accounts of the 
various beneficiaries. All the income so 
credited was not withdrawn by the bene- 
ficiaries; however, the full amounts credit- 
ed on the books were at all times available 
to them upon demand. Each beneficiary 
reported the full amount credited to his 
account in his income tax return. HELD: 
Deduction is allowable on the estate’s in- 
come tax return because the income credit- 
ed was subject to the beneficiaries’ de- 
mands. It was not merely a bookkeeping 
entry. Since the amount was _ properly 
credited on the estate’s books and funds 
were actually available for distribution, 
the amounts are deductible as distribu- 
tions under Sec. 162(c) of I.R.C. Est. of 
Igoe v. Comm., 6 T.C. No. 83, April 3. 


Estate Tax 


Value of corpus excludible from dece- 
dent’s gross estate. In 1941 decedent set up 
a trust naming his sister as life bene- 
ficiary. If she predeceased him, the trust 
income was to be paid to him for life. 
Upon the death of the survivor, the prin- 
cipal was to be paid to his niece and 
nephew. Decedent died in 1943, his sister 
surviving. HELD: The principal of a trust 
reserving a contingent life estate is not 
includible in the gross estate of grantor 
where he predeceases the first life tenant. 
Est. of Nathan v. Comm., 6 T.C. No. 78, 
April 11. 





Deduction allowed for commuted value 
of alimony payments. In 1931, decedent 
and his first wife, who were separated, 
entered into an agreement whereby he 
was to pay her $5,400 annually for life 
or until she remarried. In the following 
year, the parties were divorced and the 
divorce decree approved the agreement. 
Decedent died in August 1940. Decedent’s 
estate claimed a deduction of $65,000 for 
the present value of the payments re- 
quired to be made under the provisions of 
the agreement. HELD: Deduction is al- 
lowable after taking into account the 
probabilities of remarriage. Court made 
reference to American experience tables 
reflecting life expectancy and the proba- 
bility of the remarriage of widows. Est of 
Maresi v. Comm., 6 T.C. No. 74, March 26. 


Value of reciprocal trust set up by hus- 
band taxable to wife. In 1930 decedent’s 
husband set up a trust which gave her the 
income for life and a power to terminate 
the trust and receive all the principal. In 
the following year, decedent created an 
identical trust for her husband’s benefit. 
Shortly thereafter he terminated the trust 
and received the principal. HELD: The 
value at the date of decedent’s death of 
the trust created by her husband is tax- 
able as part of her gross estate under Sec. 
81l1(d) of I.R.C., under the doctrine of 
Lehmann v. Comm., 109 Fed. (2d) 99. De- 
spite the fact that the trusts were not 
created as cross trusts at the same time, 
they are reciprocal trusts. There was some 
assurance when the husband created the 
trust, that his wife would furnish him 
some property and this she did in 1931. 
Est. of Lueders v. Comm., 6 T.C. No. 75, 
March 27. 


Property beneficially owned includible 
in gross estate. Decedent was engaged in 
bootlegging from 1921 to 1933 and, having 
amassed a large fortune, invested it large- 
ly in real property, apartment houses and 
real estate securities. Because of domestic 
troubles with his wife, and more particu- 
larly to evade income taxes, he held the 
properties, securities, etc., in fictitious 
names. He kept a detailed record of all his 
aliases in a little book. Upon his death 
in 1937 his daughter was appointed ad- 
ministratrix, but after several years she 
was unable to locate any of his property; 
consequently she filed no estate tax return. 
Decedent’s sister, however, acquired title 
to decedent’s properties held in the vari- 
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ious names. Commissioner contended that 
the sister was in actual or constructive 
possession of certain pieces of real estate 
and securities of decedent at the time of 
his death and that, as custodian and trans- 
feree, she was liable for the estate tax. 
HELD: The sister is liable for estate tax 
both as custodian (statutory executrix) 
and as transferee of brother’s property. 
McCue v. Comm., T.C. Memo, March 4. 


Revenue Bureau Rulings 


T. D. 5507. Amends Regs. 111, Sec. 29.22: 
(a)-1 pertaining to property transferred 
by a corporation to a shareholder or by an 
employer to an employee, for an amount 
less than its fair market value. The differ- 
ence between the amount paid and fair 
market value is taxable as income to the 
recipient. See also I. T. 3795. Both are the 
result of the Smith decision, 324 U.S. 117, 
handed down on February 26, 1945. The 
I. T. ruling applies to employees’ options 
to buy stock. The new basis of taxation ap- 
plies only to transfers made after Febru- 
ary 26, 1945, or pursuant to options grant- 
ed after that date. 


Government insurance proceeds. Al- 
though Government insurance proceeds 
are includible in the gross estate for estate 
tax purposes, they are not subject to at- 
tachment, levy, or seizure by the Govern- 
ment, the executor or others either before 
or after receipt by the beneficiary. (Special 
Ruling. April 9.) 


Eugene D. Perry 


Eugene D. Perry, our legal editor for Iowa, 
died on April 16. Mr. Perry had served us 
faithfully and well since 1937. We mourn his 
passing. 
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RECENT FIDUCIARY LEGISLATION 


Georgia 


A new act provides that where a will is 
executed in another State in accordance 
with the laws of the State where executed, 
and is probated in another State, it shall be 
valid as a muniment of title to real estate 
located in Georgia, when recorded in the 
Office of the Clerk of the Superior Court of 
the County in which the land is situated. 
Previously the Georgia law provided that a 
will was valid to pass title to real estate 
only when executed in accordance with the 
law of Georgia. This change is important 
because the Georgia law requires three wit- 
nesses to a will, whereas many states re- 
quire only two. 


Mississippi 


The Uniform Stock Transfer Act was en- 
acted and the State income tax law was 
amended to give an exemption of $2,500 to 
estates and trusts. 


South Carolina 


A statute was enacted giving reciprocity 
in connection with inheritance tax exemp- 
tions for charitable bequests. 


New York 


Ch. 447: Provides that amounts allowable 
under Tax Law Sec. 249-s (1) as deductions 
in computing net estate shall not be allowed 
as deductions in computing net income of 
estate unless statement is filed that items 
have not been and will not be claimed or al- 
lowed as deductions under paragraph one. 


Ch. 455: Amends number of sections of 
Surrogate’s Court Act to clarify ambigui- 
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ties and improve procedure. Note to this 
lengthy measure explains changes. 


Ch. 517: Declares that no forfeiture of 
benefit under will shall be occasioned by 
disclosure by beneficiary to parties or court 
of information relating to will offered for 
probate, or by refusal of beneficiary to join 
in petition for probate. An infant or incom- 
petent party may affirmatively oppose pro- 
bate. (These changes deal with so-called in 
terrorem clauses.) 


Ch. 593: Extends application of special 
proceeding relating to express trusts by per- 
mitting statement in petition that name or 
address of person interested in proceeding 
is unascertainable after due diligence. Pe- 
tition must contain description to identify 
such person. Act also reduces printing costs 
by dispensing with service of copy of peti- 
tion with order to show cause in proceeding 
where publication is made in newspapers, 
provided brief statement of trust involved 
and object of proceeding is printed with 
order. 

Ch. 691: Makes it clear that it is not 
necessary for court to hold formal hearing 
and take testimony on application for ap- 
proval of compromise between claimants to 
estate property, where facts are conceded or 
only questions of law are involved. 


Ch. 694: Provides that where additional 
estate take is imposable to take up 80% 
credit under Federal law, interest shall be 
chargeable thereon from date of final deter- 
mination of U. S. tax (rather than from’ 
date of death). No interest is chargeable if 
amount due is paid within 30 days of deter- 
mination. 

Ch. 701: Exempts employees’ trusts of 
real property from rules against perpetui- 
ties and accumulations. Such exemptions al- 
ready exist as to employees’ trusts of per- 
sonalty. 

Ch. 838: Amends Surrogate’s Court Act 
relative to authority of testamentary trus- 
tee or executor to release claim against 
state; extends effectiveness of order. 


Ch. 858: Conforms test of taxability of 
powers of appointment to standards estab- 
lished by. Federal Revenue Act of 1942. Ef- 
fective date is May 1, 1947. 

Ch. 908: Exempts from abandoned prop- 
erty law amounts held by corporate agent 
or trustee for payment to holders of stocks 
and bonds. 





Decisions 


These digests of current decisions affecting fiduciaries were reported by the 
following attorneys, for their respective jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

NEW YORK: Joseph Trachtman—Trachtman & Hughes, New York City 
NEW JERSEY: Samuel J. Foosaner, Counsellor-at-law, Newark 


The complete roster of contributing legal editors appears in January and July. 








Compensation — Direction in Will Fixing 
Compensation of Co-Trustees — Failure 
to Renounce — Minimum Principal Com- 
missions —- Compensation of Deceased 
Trustee 


New York—Surrogate’s Court, N. Y. Co. 


Estate of Florence C. Zinn, N. Y. L. J., 
April 30, 1946. 


Four trustees qualified in 1933 as trustees 
of a trust created by a will containing the pro- 
vision: 


“TI further request in the event that my said 
property and estate be sufficiently large to 
legally warrant the payment of full Executors’ 
and Trustees’ commissions to every of my said 
Executors and Trustees, that they shall divide 
among them as commissions, a total sum for 
their services as Executors not in excess of 
that which would have been paid had there been 
but a single Executor, and in like manner for 
their services as Trustees, a sum not in excess 
of that which would have been paid had there 
been but a single Trustee of my estate.” 


No renunciation of the specific compensation 
was ever filed. The executors of a deceased 
trustee and the three surviving trustees sought 
on this accounting to have the court apportion 
three full receiving commissions among them. 
The will directed that the trust fund be divided 
upon the death of the primary life beneficiary 
into as many shares as there were children 
of such beneficiary surviving, the share of 
each son to be held in trust until he attained 
the age of thirty-five years, and the share of 
each daughter to be continued in trust during 
her lifetime. In view of this provision, request 
was also made for commissions for paying out 
principal assets on the theory that such com- 
missions are payable in respect of the termin- 
ation of each separate secondary trust created. 
The primary life beneficiary left two daughters 
and two sons, one over the age of thirty-five, 
the other attaining that age after the initia- 
tion of these proceedings. 


HELD: (1) Only one full receiving commis- 
sion is allowable. The text of the will sufficient- 


ly indicates the intention to limit the com- 
pensation of the trustees in the manner there- 
in described. The word “request” was manda- 
tory. The trustees, having failed to renounce 
the specific compensation provided by the will, 
are limited to that amount. 

(2) Commissions for paying out principal 
have been abolished. Section 285-a of the Sur- 
rogate’s Court Act does not provide a paying 
commission as that term was formerly under- 
stood. It allows a minimum principal commis- 
sion to be paid at the time of final distribution 
of principal and is payable only to a trustee 
who is acting as the time of final distribution of 
the trust. The courts regard a secondary trust 
for separate life uses as separate trusts, for 
purposes of validating them under the rule 
against perpetuities, but this is not tantamount 
to holding that the shares must be considered 
as separate trusts for all purposes. A direction 
to divide an original fund into parts which 
are to be held for further uses indicates an in- 
tent that the trustees are to continue to hold 
the original fund, but divided into parts. 

In computing the minimum commission the 
total amount of any previous distributions of 
principal is to be considered, and such con- 
sideration is possible only upon the final 
termination of the entire trust. It is obvious 
that in the meantime the trustees may have 
received, by way of receiving commissions and 
annual principal commissions, an amount in 
excess of the minimum as limited by the will 
and thus cause the question of minimum prin- 
cipal commissions to become academic. In 
order, however, that the burden of the prin- 
cipal commissions may be charged equitably as 
against the respective remaindermen should 
minimum principal commissions become pay- 
able, there is to be retained by the trustees 
out of the shares being paid outright a sum 
on account of the minimum principal commis- 
sion chargeable against such shares, such sums 
to be retained pending the final termination 
of the trust, at which time the minimum prin- 
cipal commission, if any be due, will be fixed 
and apportioned against the respective inter- 
ests. 


The compensation of the deceased trustee 
was in the court’s discretion allowed at one- 





quarter of the rates specified in Section 285 of 
the Surrogate’s Court Act for receiving the 
principal and for paying out all assets dis- 
bursed during such trustee’s lifetime. 


————0 


Distribution — Duty of Trustee in Making 
Principal Payments 


New Jersey—Court of Errors & Appeals 


Pearce v. Marcellus, et al 
45 Atl. (2nd) 889 


Decedent provided that if the net income 
from his residuary estate was insufficient, in 
the opinion of the executors and trustees, to 
properly support and maintain “my said wife 
in complete comfort, I hereby authorize and 
direct (them) to use so much of the principal 
of my said estate for that purpose as they 
may deem necessary for the complete comfort 
and support of my said wife.” Decedent’s wife 
testified that, while she maintained the same 
standard of living after her husband’s death 
as she did prior thereto, the trustees refused 
to furnish her with funds sufficient in amount 
to meet her current obligations. They limited 
their distributions to her to the income of the 
trust estate, thereby necessitating her to re- 
sort to her personal estate to meet her living 
requirements. Mrs. Pearce filed a bill in Chan- 
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cery, alleging that the trustees had neglected 
their duties, and had abused their discretion; 
that the trustees had a remainder interest in 
the trust estate and, therefore, were prejudiced 
in their decisions. In praying for construction 
of the will, she asked that the duties of the 
trustees be clarified. 


HELD: The trustees are not justified in 
conserving the principal of the trust under 
which they are the ultimate beneficiaries, ir- 
respective of what may be the pretense. They 
were charged with the responsibility of pro- 
viding for the complete comfort and support 
of Mrs. Pearce. This they did not do, and 
thereby abused their discretion. Therefore, the 
aid of the Court of Chancery was properly in- 
voked by the life beneficiary. The Chancery 
decree, to the effect that the trustees are re- 
quired to pay the life beneficiary the income re- 
ceived from the estate and so much of the prin- 
cipal as shall be necessary for her complete 
comfort and support, and that they now pay 
her the sum of $4,093.89 (comprising the 
amount expended by her from the date of the 
death of the testator, in excess of income from 
principal received), should be affirmed. 
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Distribution — Federal Tax Decision Not 
Binding 
Massachusetts—Supreme Judicial Court 
Jewett v. Brown, 1946 A.S. 279 


A voluntary trust gave the income to the 
Donor’s husband for life, then to her son for 
life, then to the son’s children for life, with 
the ultimate remainder to the issue. The trus- 
tees were reduced to little more than cus- 
todians, the actual control being vested in a 
self-perpetuating “Committee” of three. The 
trust instrument contained the following 
clause: “So far as the trustee is directed to 
pay income of any share or part to any bene- 
ficiary he may do so only with the consent of 
the committee hereinafter created, otherwise 
he shall accumulate said income and retain 
the accumulations on a separate account with 
power with the consent of the committee to 
pay them out at a later time or later times 
as if they were part of current income or to 
transfer them from time to time to principal.” 
The question was whether this restriction ap- 
plied to the interests of the husband and son 
or only to the later interests. The U.S. Tax 
Court had ruled that it did not, and that the 
son (the father having died) must pay income 
taxes on the entire income, whether he re- 
ceived it or not. 


HELD: This was wrong. Considering the 
trust instrument as a whole and the circum- 
stances existing when the trust was created, 
it was plain that the restriction was intended 
to apply to all the income beneficiaries. 
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Distribution — Law of Case Established by 
Earlier Judgment 


California—District Court of Appeal 


Buttram v. Finley, 73 A.C.A. 613, 166 P. 
(2d) 654. 


Complaint alleged plaintiffs owned undivided 
one-half interest in certain real property and 
asked that title be quieted and for partition. 
Title of both plaintiffs and defendants was 
deraigned from a decree of distribution ren- 
dered in 1880 in the estate of one Henry C. 
Mizer, who died in 1877. The decree of distri- 
bution distributed to the widow Sarah, then 
Lynch, one-half of the residue of estate, a life 
estate in the other half, and to Nancy Buttram, 
or if Nancy predeceased Sarah then to Nancy’s 
heirs, the remainder interest after Sarah’s life 
estate. Decree further provided as to devise to 
Nancy that “as a condition precedent the said 
share to Nancy Buttram or her heirs is sub- 
ject to the sum of $1,500 to be invested as a 
monument to be erected to the said Sarah P. 
Lynch,” and this amount was made a charge 
on the residue devised to Nancy or her heirs. 
Nancy having predeceased Sarah, Nancy’s 
heirs (plaintiffs) took the remainder interest 
in half the estate, subject to the erection of 
the monument if that was a condition pre- 
cedent. 


The trial court at the first hearing of the 
present case determined that the erection of 
the monument was a condition precedent; that 
plaintiffs, claiming through Nancy, took noth- 
ing. The District Court of Appeal reversed this 
decree, holding that the erection of the monu- 
ment was not a condition precedent, and di- 
recting the trial court to ascertain the interests 
of plaintiffs and render judgment in their 
favor, quieting title to the property. Buttram 
v Finley, 37 Cal. App. 2d 459, 99 P. 2d 1093. 
The second hearing in the trial court occurred 
in 1942. In the meantime, defendants caused 
the 1880 decree in Mizer’s estate to be amended 
nune pro tune so as to give Sarah not only 
one-half the residue and a life estate in the 
other half, but with power “to use and dis- 
pose of the same as she may see fit.” It was 
contended that this power of disposal trans- 
formed Sarah’s life estate into a fee, thereby 
defeating plaintiffs’ interest. At the second 
hearing in Buttram v. Finley the trial court 
again gave judgment for defendants, basing it 
upon the nunc pro tune amendment. 


HELD: (1) The lower court erred in failing 
to follow District Court of Appeals’ directions 
to render judgment for plaintiffs, and in ef- 
fect permitting a new trial. 


(2) The fact on which the nunc pro tune 
amendment of the 1880 decree was based was 
in existence when former judgment of the Ap- 
pellate Court was rendered. There had there- 
fore occurred no new facts which would take 
che case out of the law of the case rule, even 
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though the amended 1880 decree, based upon 
the assumed fact, did not come into existence 
until after the judgment on the former appeal 
had been rendered. 


(3) There is a further dictum to the effect 
that the 1880 decree gave the property to 
Nancy and her heirs. Plaintiffs, being heirs of 
Nancy, took under that designation, and the 
amended decree of distribution could not oper- 
ate retrospectively to defeat their rights. 


0 


California—District Court of Appeal 
Wilson v. First National Trust & Savings 
Bank of San Diego, 166 P. (2d) 593. 


In 1929, a Mrs. Crose created a trust with 
defendant bank, providing for payment of 
income to her mother, Juliet Wilson, for life, 
reserving power of revocation and amendment 
on written notice to the trustee. Amendments 
were required to be “accepted” by the trustee. 
In 1933, the trustor amended the trust to pro- 
vide for payment of one-half the income to her 
brother’s intended wife, Sallyneil Braden, if 
Sallyneil survived her intended husband, Guth- 
rie Wilson. After Guthrie’s death, the Trustor 
in 1935 reduced Sallyneil’s share of the income 
to one-third, and in 1943 again. amended so 
as to remove her as an income beneficiary. 
Sallyneil Wilson brought this action for de- 
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claratory relief, asking court to declare rights 
and duties of the parties with respect to the 
trust as amended in 1933 (apparently she ig- 
nored the later amendments). She recovered 
an interlocutory judgment before Judge Gould. 
Thereafter defendant bank instituted an ac- 
tion against Sallyneil, plaintiff in the declar- 
atory suit, to have the parties’ rights deter- 
mined under the trust pursuant to all three 
amendments. The bank sought a writ of pro- 
hibition (First National Trust & Savings 
Bank v. Superior Court, 19 Cal. 2d 409) and in 
denying the application the Supreme Court 
referred to Judge Gould’s judgment as inter- 
locutory. The case brought by Sallyneil and 
that brought by the bank were subsequently 
consolidated, and the court, Judg Burnell, ig- 
noring the prior judgment, tried both case 
de novo. 


HELD: (1) This procedure was correct, 
since the Supreme Court’s ruling had made it 
the law of the case that Judge Gould’s judg- 
ment was interlocutory. 


(2) The amendments to the trust were valid 
and effective according to their terms, having 
been accepted by the trustee in accordance 
with the provisions of the trust. 
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Powers — Appointment — Appropriation 
of Trust by Donee of Power 


Pennsylvania—Supreme Court 
In re Scott’s Estate, 46 Atl. (2d) 774 - 


Testator created a testamentary trust to 
pay the income to his widow for life, giving 
her a power to appoint the principal by will, 
with a gift over in default of appointment. 
The trustees — the widow and another — 
were empowered to sell any of the estate except 
the testator’s mining interests. Despite this 
provision the trustees sold part of such inter- 
ests, and the widow appropriated the proceeds 
to her own use. The widow died, appointing 
the property to a Church, and the substituted 
trustee sought to surcharge her estate for the 
amount applied to her use. 


HELD: The widow’s estate is liable to the 
successor trustee for her admitted breach of 
trust. The fact that the surcharge will ulti- 
mately be for the benefit of her appointee is 
not controlling. A life tenant-trustee, having a 
general power of appointment, with an al- 
ternative disposition in default of apointment, 
may not consume the principal of the property 
during lifetime or prior to the exercise of the 
power. 

A Staff Digest 
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New Jersey Trust Company May 
Not Act in Connecticut 


An opinion was sought from the Connecticut 
attorney general’s office as to whether a New 
Jersey corporation may act as executor or 
testamentary trustee in’ Connecticut under 
Section 4903, Gen. Stat. Rev. 1930. That sec- 
tion provides that any foreign corporate fidu- 
ciary named as executor or trustee in the will 
of a Connecticut resident, or of any non-resi- 
dent leaving property in Connecticut, may 
qualify and act in such fiduciary capacity pro- 
vided that Connecticut corporations are per- 
mitted to act in like capacity in the domiliary 
state of such corporation. Under New Jersey 
law, a foreign corporation must comply with 
all the requirements of New Jersey law ap- 
plicable to corporations doing business in that 
state; e.g. depositing securities with the com- 
missioner of Banking, filing an annual report, 
and paying various fees. 

In an opinion reported in the Connecticut 
Law Journal for March 18, 1946, page 3, the 
assistant attorney general ruled that the priv- 
ilege of foreign corporations to act as fiduciary 
in New Jersey does not satisfy the Connecticut 
provision as to reciprocity because the re- 
quirements imposed are so burdensome as to 
render it at least highly impracticable for such 
corporations to act as executor or trustee in a 
particular case. 





